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Ottawa, Ontario 
Wednesday,April 19 1950. 
MORNING SESSION 

MR. FRAWLEY: My lord, before Mr. O'Donnell resumes 
I should like to refer to a question that was asked from 
the bench on two or three occasions and that is with respeet 
to the issues of common stock which have been sold by the 
American class 1 railroads during recent years. I took the 
matter up with the finance bureau of the Interstate Commerce 
Commission, and I now wish to file a letter addressed to 
myself from Mr. C. E Boles , director of the bureau of 
finance of the Interstate Commerce Commission to which is 
attached a tabulation. Mr. Boles' letter is very short and 
says: 

" In reply to your letter of March 13, 1950 

inquiring as to the amount of common stock sold 

by Class I railroads from 1930 to date to provide 

new money you are advised that in recent years 

as the tabulation attached will show, relatively 

small amounts of common stock have been sold by 

Class I roads for the purpose of providing new 

money. 

The tabulation shows the citation referring to 
the Interstate Commerce Commission reports, date 
of order, name of the railroad, and the amount of 
stock authorized to be sold, also amount issued." 

The Commissioners will find that there was a very small 
amount of common stock sold, as Mr. Boles advises. In 1930 
the Chesapeake and Ohio sold a $38 million issue, and in 
1930 the Pennsylvania sold $18 million. The others are 
hardly worth mentioning. The New York Central $7,500,000 
in 1930, the-Cnicago & Illinois Midland Railway Company 
$1 million in 1940, the Chicago & Illionois Midland $1 mili- 


ion in 1944, the Central Railroad Company of Pennsylvania 
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$750,000 in 1946, and the Texas and Northern Railway 
Company $550,000 in 1948. That will be Exhibit 264. 
EXHIBIT NO. 264: Letter from C.E. Boles, 
director, bureau of finance, 
I.C.C., with attached tabu- 
lation of common stock sales 
by U.S. railrocds. 
THE CHAIRMAN: What is the writer's name? 
MR. FRAWLEY:Mr. C. E. Boles, director, bureau of 
finance, Interstate Commerce Commission. Then, my lord, I 
wish 6 file a further statement arising out of Mr. Jeffer- 
son's cross-examination. I will make a very brief reference 
to it. At page 16045, volume 81, Mr. Jefferson was asked 
by me ;: 
"Q. AS to Winnipeg end west, it is a fact, is it 
not, that for a number of years there were a 
number of commodities where you did apply the 
Montreal rate as a maximum to intermediate 
points, such as Winnipeg and Regina?" 
Mr. Jefferson said; 
"A. I don't know. If you could give me a reference 
to some commodity I could check it up.' 


Further on I asked him: 


"Q. Now, Mr. Jefferson, I would ask you to be good 


enough to have that matter looked up for me, even 
if I have to come back to it. In other words, 
I would like to know when that adjustment was 
removed. 
A. I can't look it up without some information as 
to what commodity you are talking about. 
Q. Even to begin to make a search of the matter 
you would have to have a commodity? 
A. I wouldn't know where to begin." 

Therefore I am now offering to the Commission and to 


Mr. Jefferson a statement which indicates the thing I was 
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talking about. It shows that there was for some years,. 

and down in some cases to October 1, 1949, a parity, that is, 

that the rate from Vancouver to Toronto, the so-called 

water compelled, Panama Canal compelled rate, from Vancouver 

to Toronto was granted to Winnipeg and even to Regina on 

fish dried, fish canned, hops and crude cocoanut oil. 

That will be Exhibit No. 265. 

EXHIBIT NO. 265: Statement showing water- — 

compelled rate Vancouver- 
Toronto granted to intermediate 
points oncertain articles. 

MR. EVANS: Perhaps I should say that I haven’t had 
an opportunity of checking these rates that my friend, Mr. 
Frawley, has put in. I should also like to say with regard 
to Exhibit 264 that it might have been helpful if in 
putting in the statement as to the amount of stock issued 
by United States Railways there had been some indication 
as to why stock issues were so low as they were. I think 
it is quite clear that they were in very gret difficulties 
financially for many years: 

MR, FRAWLEY: Fortunately Mr. Boles' tabulation 
was so carefully prepared that he has given us the judgment 
of the I.C.C. in each case approving the issue so that it is 
there im .162-1.6,0.,, 240. 1.0.C., and.s0 om, as the exhibit 
shows. 

THE CHAIRMAN: Are there any reasons given for the 
issue? 

MR. FRAWLEY: Yes, as I recall; I simply checked 
to see that the reference had to do with the approval of the 
Commission. They write a regular judgment, my lord, in- 
dicating approval and why they are granting approval to the 
issue. 

THE CHAIRMAN: Why they are granting approval. 

MR. FRAWLEY: Oh yes, the whole thing is discussed. 
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Commission, bited a hurried reading of them indicates the 
reasons why approval for the sale of the stock was granted. 

MR, EVANS: I wasn't thinking of that at all. 

THE CHAIRMAN: If we knew why it was granted we 
would know why the railway applied for it. 

MR. EVANS: I have given the wrong impression. 
What I meant to say was why there were not more stock issues 
applied for. My point is it would be more helpful if we 
knew the reason why more applications for approval of issues 
were not made. 

THE CHAIRMAN: There are two different things there 
and I think they would be both useful. 

MR, FRAWLEY: I have certainly done my best. 
I have gone to the proper source; and this is the whole 
story with the I.C.C. references attached. 

THE CHAIRMAN: Are you in a positi n, Mr. Eyans, 
to go further and say why more applications were not made? 

MR. EVANS: I think it is unquestioned. I am going 
to refer the Commission to a book published in 1949 which 
discusses that, and it indicates that one of the principal 
reasons is the time lag and delay in getting increases in 
rates and also the rather limited increases they got. 

THE CHAIRMAN: If you bring that along we will like 
tohave it. 

MR. SMITH: Mr. Chairman, you may remember that 
you requested me to endeavour to obtain further information 
from the Interstate Commerce Commission in respect of the 
exceptions to horizontal increases under the judgment in 
Ex Barte 162, and I have complied with your request. 
Accordingly on the 8th of April I wrote a letter to Mr. 
Hunter, the secretary of the Commission, enclosing a 
comparison showing the various exceptions by commodities 


to the standard increases under that judgment as well as an 
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original letter from Mr. W. H. S. Stevens, director of the 
bureau of transport economics and statistics, Interstate 
Commerce Commission, the letter being dated March 30, 1950, 
and in which he said: 


: "In accordance with your request, the distribution 


of the commodities and classes and related 
revenues in your specified: "excepted" 
groupings have been reviewed. In the judgment 
of the Bureau, these distributions, as well as 
the total revenues for all these excepted items, 
may be said to fall within the area of reasonable 
estimates. You will understand, of course, that 
this is not an official figure inasmuch as the 
Commission has made no estimates such as those 
included in your tabulation." 
In the tabulation the various items are shown. So 
I propose, my lord, to tender the original letter to Mr. 
Hunter, the original letter from Mr. Stevens and the 
attached statement as one exhibit. Mr. Belcourt is getting 
the original letters and perhaps we could have a number 
assigned to it now. 
THE ASSISTANT SECRETARY: 266. 
EXHIBIT NO. 266: Statement of exceptions 
to horizontal increases 
under judgment in Ex Parte 
162, with attached corres- 
pondence, 
MR. SMITH: There is one further statement which 
I wish to tender as an exhibit. I have spoken to Mr. Covert, 
my lord. It is a statement prepared by the Interstate 
Commerce Commission which contains selected income items 
by regions and districts of class I steam railways. It 
shows among other things net railway operating income, 
net income, federal income taxes and the dividend appropri- 
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the years 1948 and 1947. I think it would be very useful 
for the Commission to have it. That will be Exhibit’ 267. 
MR, COVERT: It consists of two pages? 
MR. SMITH: The original consists of one page. 


EXHIBIT NO. 267: Selected income items, 
Class I roads, U.S.A. 


MR. EVANS: May I file as Exhibit 268 the annual 
report of the Canadian Pacific Railway Company for the year 
1949. Copies have been distributed to my friends and I 
think also to the secretary. 


EXHIBIT NO. 268: Annual report, Canadian 
Pacific Railway, 1949. 


(Page 20024 follows) 
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THE CHAIRMAN: All right, Mr. O'Donnell. Tf 
think your case comes on next. 

MR. O'DONNELL: May it please the Commission, 
on March 23 last, during the evidence of Mr. Cooper, 
your lordship, speaking of that portion of Mr. Gordon's 
submission which appears at pages 16 and 17 thereof under 
the heading "Surplus Earnings", which includes a 
reference to the so-called rate stabilization fund, to 
use your lordship's own words, asked me "if it would be 
all right to withdraw this contentious part of Mr. 
Gordon's statement..." Acting on your lordship 's Suggestion 
I indicated that that would be possibly the way to handle 
the matter and not to bother the Commission further with 
it. I stated in part that its purpose had been misconstrued, 
that large Surpluses were not expected by the Canadian 
National railways, "that there was no intention to build up 


a huge fund" and that it related to relatively small sums; 


and I think I said that I think possibly the Chairman was right 


when he indicated that it might be well just to forget the 
whole thing. At this earliest Opportunity - the Commission 
will remember that the Canadian National Railways Case 
was interfered with in order to proceed with the sub ject 
of the Crow's Nest Pass rates - I have to report that I 
discussed this Suggestion of your lordship with my 
principals and that I have been authorized to accept 
your lordship's proposal and to declare that the portion 
of Mr. Gordon's statement to which I have just referred, 
the paragraph under the heading of "Surplus Earnings" 
on page 16 and at the top of page 17 is withdrawn. 

THE CHAIRMAN: The whole of it? 

MR. O'DONNELL: The whole thing is withdrawn, 
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and is to be deleted and treated as if it had not been 
contained in Mr. Gordon's Statement as it was originally 
presented to the Commission. 

THE CHAIRMAN: I notice that by the last 
Sentence in that paragraph you at that time were asking 
us to recommend the proposals. 

MR. O'DONNELL: Merely a recommendation; that is 
all. We are not asking for that now. 

THE CHAIRMAN: You were asking us to recommend 
that the proposals which were contained in that paragraph 
Should be adopted? 

MR. O'DONNELL: That is right. 

THE CHAIRMAN; Now, you no longer ask for that 
recommendation? 

MR. O'DONNELL: We withdraw the entire paragraph. 
We ask for no recommendation at all with respect’ to. it. | 
might say, my lord, that this is done in order to shorten 
the hearings and in order to dispel the fears, unfounded 
as they are, of those who have not regarded the Suggestion 
with favour. Mr. Gordon felt that the proposal would 
meet with f:ivour particularly from the provices; but in the 
light of their misgivings he is quite content to abide 
by your lordship's proposal, that the entire paragraph which 
incidentally forms no integral part of the real relief sought 
and which is quite severable from the main Submission, is 
withdrawn and is to be considered to be definitely deleted 
from the statement. 

THE CHAIRMAN: The whole thing is to go out, 
as to what your Board should do with surplus earnings? 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: You do not want any recommendation? 


MR. O'DONNELL: No recommendation. 
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THE CHAIRMAN: The Board will be left free 
as it is today? 

MR. O'DONNELL: Under the Statutes as they 
Stand today. 

It occurs to us that, before continuing with the 
evidence of Mr. Fairweather it would be helpful and use- 
ful at this point, in compliance with the Suggestion 
which you, Mr. Chairman, have on several occasions put 
forth, particularly when Mr. Fairweather was here last, 
as indicated in Volume 103 at pages 19121 to 19123 of 
the Transcript, to make a brief statement indicating 
Sanerally the situation of the Canadian National Railways 
and the lines of railway it operates and which are comprised 
within what is termed the Canadian National Railways 
System. I think it might take a few moments b¥t it will 
really be useful and helpful. 

As to the early history of the Canadian National 
Railway Company, the Canadian National Railways Act, 1919, 
Chapter 13, provided for the incorporation of Canadian 
National Railway Company. Section 1 authorized the 
Governor-in-Council to nominate Such persors as might be 
deemed expedient, not less than five, nor moee than 
fifteen, to be Directors of the’ Company thereby incor- 
porated, and upon such nomination being made, the persons 
SO nominated and their Successors, should be and were 
thereby incorporated as a Company under the name of 
"Canadian National Railway Company". The preamble stated 
that whereas Wis Majesty had acquired the control of the 
Canadian Northern Railway System, it was expedient to 
provide for the incorporation of a company under which 
the railways and works of that System might be con- 


solidated and, together with the Canadian Government 
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Railways, operated as the National Railway System. 

THE CHAIRMAN: What were the Canadian Government 
Railways? 

MR. O'DONNELL: TI am coming to that in a few 
moments, my lord. | 

THE CHAIRMAN: All right. 

MR. O'DONNELL: Complete control of the Canadian 
Northern had passed to the Government under the arbitration 
award of May 25, 1918. Nominal control had already been 
acquired under the terms of the Acquisition Agreement 
dated October 1, 1917. The first Board of Directors 
representing the Government was appointed on September 6, 
1918 and by P.C. 2854, dated November 20, ORB ys ithe 
persons from time to time comprising the Bo@d were 
appointed a Board of Management of Canadian Gove mment 
Railways. By Order-in-Council P.c,. 3122. dated Decémber - 
20, 1918, use of ‘the name "Canadian National Railways" 
as a rollective or descriptive designation in lieu of 
the names "Canadian Northern Railway System" and "Canadian 
Government Railways" was authorized. 

THE CHAIRMAN: That was in advance of the 
Statute? 

MR, O'DONNELL: Yes, my lord; that is right ; 
that is the Canadian Nationa] Railways Act itself. 
The Government did not nominate Directors of the Canadian 
National Railway Company until October 4, 1922, when by 
Order-tn-Council P.C. 2904, Sir Henry W. Thornton and 
others were appointed and incorporation became effective. 
While the Statute was passed in 1919, the nomination 
of the Directors did not take place until 1922 and that, 
under the Statute was the date from which incorporation 


became effective. 
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In the meantime much had happened. In March 1919 
the Minister of Railways had been appointed Receiver 
of the Grand Trunk Pacific Railway Company; and by P, 
Order-in-Council P.c, 1595 dated July 12, 1920, the 
Operation of this Company and its Subsidiaries was entrusted 
to those persons who then, or might thereafter, comprise 
the Board of Directors of the Canadian Northern Railway 
Company. In 1920, the Government had acquired the capital 
Stock of the Grand Trunk Railway Comaany of Canada. Thus 
when the Canadian National Railway Company finally came 
into being, the Government had on its hands four distinct 
Systems, those of the Canadian Government Railways, the 
Grand Trunk Railway Company, the Canadian Northern Railway 
Company, and the Grand Trunk Pacific Railway Company, each 
of which Systems was comprised of many constituent and 
Subsidiary companies. 

THE CHAIRMAN: Would you mind reading them 
again, Mr. O'Donnell? 

MR. O'DONNELL: The four are the Canadian Govern- 
ment Railways, the Grand Trunk Railway Company, the Canadian 
Northern Railway Company, and the Grand Trunk Pacific 
Railway Company. 

THE CHAIRMAN: Should you tell me now or ig this 
the time to tell me what constituted the Canadian Government 
Railways? 

MR. O'DONNELL: TI can tell you, my lord. 

THE CHAIRMAN: If you are coming to it, let it 
go for the time being. 

MR. O'DONNELL: The Canadian Government Railways 
at that time consisted of the Intercolonial Railway, the 


National Transcontinental Railway, the Lake Superior Branch 
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Line from the Grand Trunk Pacific Railway, the Prince 
Edward Island Railway and the Hudson Bay Railway. I 
intend to list them later. 

THE CHAIRMAN: Very well. 

MR. O'DONNELL: As I said, each of those 
Systems was ocomprised of many constitutent and sub- 
Sidiary companies. Consolidation had now assumed much 
greater significance. 

On October 4, 1922, the same day on which Sir 
Henry W. Thornton et al had been appointed Directors of 
Canadian National Railway Company, the identical group 
were appointed Directors of the Grand Trunk Railway Company 
of Canada. On October 10, 1922, the same group were 
appointed Directors of the Canadian Northern Railway 
Company, and by virtue of this appointment became entrusted 
with the operation of the Grand Trunk Pacific Railway 
which was still under the receivership of the Minister 
of Railways and which was to continue under this receiver- 
ship until May 31, 1927. 

On January 20, 1923, Order-in-Council P.c. 115 
entrusted the Canadian Government Railways to the Canadian 
National Railway Company for management and operation. 

Ten days later, on January 30, 1923, Order-in-Council 
P.C. 181 authorized and approved the amalgamation of the 
Grand Trunk Railway Company of Canada with Canadian 
National Railway Company. The authority for this 
procedure was contained in Section 21 of the Canadian 
National Railways Act, 1919, Chapter 13, and Section 151 
of the Railway Act, 1919, . Chapter 68, Section 151, 

now revised Statutes of Canada Chapter 170, Section 15l. 


The amalgamated companies took the mame of 
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"Canadian National Railway Company" and thus Canadian 
National Railway Company became a railway Company owning 
and operating the system formerly called the "Grand 
Trunk Railway System". Thus was laid the basis for 
consolidation much as it exists today and this was 
accomplished as set forth above by amalgamation, entrust- 
ments and the appotntment of identical Boards of Directors. 
Canadian National Railway Company, as Such, did not 


Own a Single line of railway in its own right until 


amalgamation. It now owns in its own right - - 


THE CHAIRMAN: Would you give me the year again, 
please? 

MR. O'DONNELL: 1923. 

THE CHAIRMAN: All right. 

MR. O'DONNELL: It now owns in its own right, 
in addition to the properties acquired by amalgamation, 
certain other lines such as the Gaspe Lines; the St. John 
and Quebec Railway; Quebec, Montreal & Southern Railway 
and others, most of which were acquired in the year 1929. 
Some branch lines have been constructed. The acquisitions 
and branch lines are not Significant when compared with 
the properties acquired by amalgamation. 

As to the Capital Stock, Section 3 of the Canadian 
National Railways Act provided that the Governor-in-Council 
might declare that the Canadian National Railway Company 
"shall have a capital Stock, with or without shares, to 
Such amount as made from time to time be deemed expedient." 
Order-in-Council P.c, 181, above mentioned, declared that 
the Canadian National Railway Company as constituted by 
amalgamation should have a capital stock of °$180,42h, 327 


and that one share Should be issued to the Minister of 
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Finance for the whole of such amount, being all the voting 
capital stock of the Grand Trunk Railway Company of Canada. 
Upon the single share being registered in the name of the 
Minister of Finance, the capital stock of the Grand Trunk 
Railway Company of Canada referred to above was surrendered 
to the amalgamated Company, Canadian National Railway 
Company. 

There was no change in this position until the 
Canadian National Railways Capital Revision Act was 
passed in 1937. Section 3 of this Act authorized the 
Minister of Finance to surrender to Canadian National 
Railway Company, for cancellation, the outstanding 
capital stock of that Company, having the par value of 
$180,424,327. Section 4 authorized the Minister of 
Finance to surrender to the Canadian Northern Railway 
Company, for cancellation, 820,006 shares of the outstanding 
capital stock of that company, having the nar value of 


$82,090,600. 


(Page 20034 follows) 
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Section 5 euthorized the Minister of Finence to transfer 
to Cenadisn Netionol Railway Compeny 180,000 sheres of 

the outstending Cepitel stock of the Canedian Northern 
Railway Comasny (being the residue of its Stock outstend- 
ing efter the cancellation referred to} having the par 
value of $18,000,000 in exchange for 1,000,000 no per value 
Sheres of the capital stock of Canadian National Reilway 
Company with the initial Stated value of $18,000,000, the 
issue of which sheres wes thereby authorized to be made 
with the approval of the Governor in Council. 

The shares were issued accordingly and represent 

the capitel stock of Canadien National Railway Company as 
of this date, 


COMPANIES AND RAILWAY COMPRISING THE 
CANADIAN NATIONAL RAILWAY SYSTEM IN 1923. 
et aS totem IN 1923 


1. Canadian Government Railways 
The management and Operation of the Canadian 
Government Railways wes entrusted to the Canadian Naetionel 
Roilway Company by P.c. 115 referred to above. They 
comprised: 
The Intercoloniosl Reilwey 
The National Transcontinental Railway 


The Lake Superior Branch leased from the 
Grand Trunk Pecific Railwey 


The Prince Edward Island Railway 
The Hudson Bay Railway 
THE CHAIRMAN: This ig Just entrustment, 
MR O'DONNELL: Those were just Canadisn Government 
Reilways, and they are the ones which were turned over by 
wey of entrustment to the---- 
THE CHAIRMAN: They were entrusted for management 
and operation, 
MR O'DONNELL: Thet is right, by Order in Council 
P.C.115, 2 copy of which I believe has already been pro- 
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vided to the Commission, 
THE CHAIRMAN: Did they remain the property of 
the Government? 
MR O'DONNELL: Theat is my understonding. 
THE CHAIRMAN: They did not become the property 
of the compeny? 
MR O'DONNELL: No. 
The second group: 
@. Grand Trunk Railway System 
This system consisted of the Grand Trunk Railway 
Company of Canada and companies directly controlled by this 
Company either by 100% stock ownership or majority stock 
ownership (listed in Chapter 13, Statutes of 1920). There 
were also certain other companies controlled by lease; 
there were other companies controlled by subsidisry com- 
panies. Included in the latter were certain Subsidisries 
controlled by the Granda Trunk Pacific Railwey Company by 
Ownership of 100% of the Stock. Among the companies 
directly controlled by the Grand Trunk Railway Company of 
Canada were: 
Central Vermont Railway Company 
Grand Trunk Pacific Railway Compeny 
Grend Trunk Western Railwoy Compsny 
International Bridge Compeny 
Montreal & Southern Counties Railway Compsny 
St.Clair Tunnel Company 
The Rail & River Coal Company 


3. Canadian Northe rnRailway System 


This systemconsisted of the Cansdian Northern 
Reilway Company and certain constituent and subsidiary 
companies (listed in Chapter 13, Statutes of 1919), Among 


these were: 
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The Canedian Northern Ontario Roilway Compeny 

The Canadian Northern Alberts Reilwey Company 

Mount Royal Tunnel and Terminsl Compeny, Limited 
Duluth, Winnipeg end Pacific Railwey Company 

The Halifax and South Western Rollwey Company 

The Niagara, St.Catherines & Toronto Railway Company 
The Canedian Northern Telegraph Company 

The Canadian Northern Rolling Stock, Limited 


4, Grand Trunk Pacific Reilway System 
a ecrtic Railway System 


This system consisted of the Grand Trunk Pecific 
Roilwey Company and wholly-owned Subsidiories controlled 
by ownership of 100% of stock, Among these were: 

Grend Trunk Pscific Branch Lines Company 

The Grand Trunk Pacific Saskatchewan Railway Company 
Grend Trunk FaCit ic Telegraph Company 

Grand Trunk Paciric Coast Steamship Co, Ltd, 

Grand Trunk Pacific Terminal Elevator Co. Ltd. 

Grand Trunk Pocific Development Company Ltd, 

Now, those verious compenies that I have read 
the Commission will find set out in the Schedule to the 
Act which I mentioned above -- that is, in the Revised 

Statutes of Cenada they will be found to be chepter aie. 
and the schedule is at the back of the Act, that is, the 
Canedisn Nationsl Railway Company Act, 

COMMISSIONER INNIS: Whet sere the advantages of 
entrustment to the railway, Mr. O'Donnell? 

MR O'DONNELL: To the railway as such? 

COMMISSIONER INNIS: Or to the Government. 

MR O'DONNELL: I ossume thet the Government finds 
en edministretor, on operator for the lines which it owns, 
and turns them over to that egent for the purpose of manage- 
ment end operation for the account of the Government, either 


for its profit or for its loss, as the case may be, 
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COMMISSIONER INNIS: Thet is advantageous to the 
atte y; then, 

MR O'DONNELL: WekL, 1t certainly keeps the rail- 
way officers Occupied trying to run those companies. TI have 
not any more complete answer st the moment with respect to 
thet, but I would essume that it is 3 convenient way for the 
Government to handle the management and Operation of the 
various roads which it owns end which it feels must be 
Operated in the national interest. It turns them over to 
this creature of the Statute, the corporation, Cansdisn 
Netional Roilway Company, for the purpose of management sand 
Operation, 

COMMISSIONER INNIS: The Seme terms were followed 
in the case of the Newfoundland Railway? 

MR O'DONNELL: Yes. Well, the Order in Council 
in the case of the Newfoundland Reilway is in, and I think 
the conditions there again ere the same -- snq the Temis- 
couata Roilway also, which has Just been taken over, 

THE CHAIRMAN: Just going back for a moment, so 
thet it may be carried on in our minds, there are certain 
of these lines among the numerous ones mentioned there that 
the company does own in its own right? 

MR O'DONNELL: Yes, 

THE CHAIRMAN: What are they? Caen you make a 
ready reference to them? 

MR O'DONNELL: Well, yes, and I intend through Mr, 
Fairweather to demonstrate it a little more clearly, because, 
8s your lordship remembers, you referred I think to the 
Grand Trunk es the core, possibly, sand Mr. Foirweather will 
elaborate on that aspect of the motter, 

I intend now, with the permission of the Commission, 
to continue with the testimony of Mr, Fairweather, The 


Commission will remember thet Mr. Fairweather commenced his 


. 


uty op (Bele red Cosh hantingy HF ure ae : 


, ; 


| ears oft Beboe tepteatao 
sg eeiey et ritea. or  ertargrigs pdigaon: erent 


Abie he Tie oA de Vanek sta Jghes STCs “En6 - 


ac diayiea i? upyS Gur digene Gomemaea biieowr : co Se an 


favs Sa Getoadcesar AP shh ot Seen Os Ps : 
ay 


oor ine cette FE Weise ees sane oe 
Lovee fehert out iat be Rorrege ~ 


osudede 988 to emdesrs sidt 
x57 gh etinie yesh: F iostekiek Pe 
solgeteqa eae 
:SPHME ARMOMERTNMOD pe | 
NMSRMOTHO AM 
a2 to seus ae ee 
ata? azo tomos ot 
ie tote. ede ems A eseves. 
oe TAS ST 
‘ag halpeney of yom wt stent 
iff SHY Sgereie sent eesti? Ss 
t teh es ved mate gato artit 
“rvakeh SRE 0 SA 
HAMA EMD aT. 
Wasay we <ncitianiacdt, ies 
TURD, WOE) pats a 
sites fw 
. , ie 
Petia ec 


) eae “Yo ‘Adige aiglg tye Be oe 


aD i Seddenten’ AM + a she coos 
= 9 Ve > = ? 
is bo st bara ails 2 
my =f Toe = AL omar 
pee eee 


® 


a 


-20038- 


testimony at the heering on March 24, 1950, end his evi- 
dence may be found in volume 103, commencing et page 19106 


and continuing to the end of that volume. 


See FAIRWEATHER, Recalled 
EXAMINED BY MR O'DONNELL: 

Q. Mr, Fairweather, you will remember thst we were 
reviewing certain particulars of the Statement made by the 
President of Canadian Netional Reilway Compeny, Mr. 

Donald Gordon, when he sppesred before the Commission, 

end that at the time of adjournment you were commenting 

to the Commission upon that portion of the statement which 
eppears on page 13 under the heading "Effect of Develop- 
ment Lines"on the Canadien Netional - I understand thot 
you intended to prepare as list of the development broench 
lines or development lines which the Canadisn National 
Reilway Company have constructed since 1923, and if you 
have that statement with you I would ask you to produce it 
88 Exhibit 269, sna to make any comments which you may 
consider pertinent to sree 

THE CHAIRMAN: Whot is the title of it? 

MR O'DONNELL: I think Mr. Foirweother has pre- 
pared the statement in 3 way that is even more Satisfactory 
then the way that I hed suggested to him, because he acted, 
I think, in accordance with your lordship's Suggestion and 
hes prepared 3 map with red lines ond blue lines distinguish- 
ing those parts of the System which are development lines 
from the other portions of it, end on the face of the mop, 
which will now be produced as Exhibit 269, I think the 
Commission will find the list of the lines end the dates 
when they were opened for operation, 

So possibly, Mr. Fairweather, you would be good 


enough just to explsin it. 
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For the purpose of the record, my lord: Exhibit 
269 is entitled "Map of Conadian National Reilways indicat- 
ing Brench Lines constructed Since 1923, showing Year 
opened for operati‘con," 

’ ~--EXHIBIT 269: Map of Canadian National Roilways 
“aaa ery indicating Branch Lines con- 
structed since 1923, showing Year 
Opened for operation. 

THE CHAIRMAN: Do I understand that this map shows 
only the branch lines? Is thet what you seid? 

MR O'DONNELL: Yes, my lord. 

Q. Mr. Fairweather, will you explain to his lordship 
end the members of the Commission what the map indicates? 

Ree WSL thought it would be most informative to 
the Commission on this subject if, in sddition to furnishing 
@ list of the development branch lines constructed since 
1923, the location of these lines were show on a map, from 
which their relationship to the system could be seen, and 
also the distribution of them throughout the various parts 
of the country. On the map in question these branch lines 
ere shown in red, end each line is given 2 number, That 
number will give you a reference to the list which eppears 
on the map. The list shows the common nome by which the 
branch line is known, and it gives the year the line was 
opened for operation. [In cases where the whole of the 
authority to construct the line was not exercised or where 
construction wes Stopped, the line is shown dotted. The 
full red line represents branch lines which were built since 
1923 end which ere now in use, 

COMMISSIONER INNIS: Q. Those lines that you have 
referred to as being partially Operated, sare there only two 
of those? 

A. There is the Sunny Bree-Guysborough, 
MR O'DONNELL: That is No.1 on the list. 
THE WITNESS: No. 1 on the list; end No. 38 on the 
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bt 9 ea 2) ae Walburg-Bonnyville, Then there is enother one 
incomplete, Bulwork -Alrweys, Alberta, No. Ho. 

Q. And your unbroken rea line represents the branch 
lines now in Operation, end the dotted red line represents 
those which have not been fully completed for Opersetion? 

COMMISSIONER INNIS: Q. Just what does that mean? 
Does that mean 9s certain amount of money hes been sunk in 
those lines and they are thrown up, or--- 

Nee Meswwthet is a generalization. What happened 
was, in these incomplete lines, that the onset of the 
great depression interrupted the construction of certain 
of these branch lines. Now--- 

THE CHAIRMAN: Q. Construction has not been 
resumed since.? 

A. Construction has not been resumed, 

COMMISSIONER INNIS: Q. How much money would 
have been spent on the line from Sunny Bree to Guysborough? 

A. What actually was Spent? 

Q. Yes, | 

me. Well » Ducan give you that information, sir, 

Q. Is that operated st 311? Is that simply a dead 
loss? 

A. It is operated for a few miles, but it is. only, I 
think, a matter of perhaps eight or ten miles. The Sunny 
Brae-Guysborough line, I find thot they spent $3,532,000 
on it, and I think I om correct in Seying it is about eight 
or ten miles of it that is in operetion, 

Q. What sbout this other line--- 

THE CHAIRMAN: Q. Has the Government any intentions 
about that Guysborough line? 

A. Well, I could not Speak for the Government's in- 
tention, sir, 


Q. Pardon me, I mean the company. 
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-20041- Mr. Fairweather 


A. The company hes no intention of constructing that 
line, 

COMMISSIONER INNIS: Q. How much has been spent on 
the St..Welburg-Bonnyville? 

A. Whst number is that, sir? 

MR O'DONNELL: That is 50. 

THE WITNESS: $2,007,000, 

COMMISSIONER INNIS: Q. And the incomplete one, 
Bulwerk-Airways? 

MR O'DONNELL: That is No. 42, 

THE WITNESS: $415,000. 

Q. And nothing more is planned with regard to sii 
those items? 

A. Not at the moment, sir. A good many of them, 
representations have been made that they should be com- 
pleted, but so far the management of the Ceonadian National 
hes not seen its way clear to recommend that that be done. 

MR O'DONNELL: 9. Ig there anything else that the 
Commission would like, or have you any other comments to 
make on that exhibit, Mr, F-irweather, before we turn to 
Something else -- Exhibit 269? 

A. No, I have no other comments, 

Q. Now, I believe you told the Commission, Mr, Feir- 
weather, that a development line, even when clearly 
justifiable in the ene a interest, will rerely if ever 
produce earnings in the early years of operation sufficient 
to pay added Opereting expenses and interest charges, and 
that it would seem desirable therefore, if 3 belanced 
capital structure is to be maintained, that only a portion 
of the cost should be financed with borrowed funds. Now, in 
this connection, would you care to comment upon the practice 
which continued up to World War I of grenting subsidies for 


the constructions of railways? (Page 20043 follows) 
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A, Well, of course, prior to world war I there was 2 
Subsidy arrangement, and from time to time Parliament passed 
a Subsidy act with regard to branch line extensions. 

The general practice was to give a subsidy of $3,200 per mile 
on the first $15,000 of the cost and a maximum of an 
additional $3,200 on the amount over $15,000, with the 
provision that that extra subsidy should not amount to more 
than 50% of the excess cost over $15,000. By that machinery 
it was possible to obtain a subsidy up to as much as 30% 

of the cost of a branch line, and undoubtedly in the period 
of railway development it had a decided influence on the 
extension of branch lines. 

The extension of branch lines or the construction 
of a development branch line involves an initial expenditure 
of capital before any traffic can be expected, and that 
capital is quite substantial in amount. At the present time 
I do not think on the average you can build a line of 
development railway for much less than $80,000 a mile, and 
if the country is difficult you would find yourself possibly 
paying $115,000 per mile. 

COMMISSIONER INNIS: Q. Is that generally true for 
both the C.P.R. and the C.N.R? 

A. I can only say that I am Speaking of Canadian 
National estimates, but I should not think there would be 
too great a difference. The practice of the Canadian 
National when considering such lines is to estimate the cost 
of the line, and then to estimate, as far as we can, the 
amount of traffic that might be expected to develop based 
upon the natural resources of the area served. Those 
natural resources might be agricultural, they might be 
products of the forests, they might be fishing or mining. 

Then having established whatwe think is the fair 


potential traffic of the line, we tryto judge how long a 
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- 20044 - Mr. Fairweather 


period of time it will take before that development will 
be realized. Fpom this information we attempt to fore- 
cast, for the information of our board of directors, 

the probable income result ofthe extension of the branch 
line. In making up such an income account we credit to 
the branch line all of the rail revenues which we antic- 
ipate no matter whether those rail revenues might be said 
to apply only to the branch or whether it applies to the 
balance of the System, that is, we take into account the 
feeder value of the line. 

On the expense side we take into account the 
operating expenses of the branch line including maintenance, 
train operation and Station service, and then we estimate 
the cost of hauling interchange traffic on the balance of 
the system using for such purpose an out of pocket cost 
basis. We then obtain in that manner the amount of money 
which we expect will be available to service the capital 
invested in the additional branch line. We do not ordinar- 
ily recommend a branch line unless at full development 
there is a credit balance, that is, at full development 
the branch line should pay interest upon the cost of 
construction. 

THE CHAIRMAN: Q. When you say "we" you mean your-- 

A. My department. Then taking the future into 
account we have this, an initial period in which there is 
almost no traffic and you still have the operating expenses 
for maintenance of minimum operation on the branch line, 
and you have under those conditions an income loss 
invariably. Then in five or ten years as development is 
anticipated that income loss will be diminished, but in the 
meantime the interest charges on the line will be appearing 
as additional deficits. 

It is: . extremely difficult under any set 
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of conditions that I have examined to extend a branch line 
with the assurance that it will be profitable to the 

parent system, even when you take the feeder value into 
account, for some considerable period of time. In the case 
of a branch line to serve a mine that period is shorter. - 
the period of deficit operation is likely to be shorter 
than it would be if you are serving a general development 
area where you are depending upon the agricultural and for- 
est economy for your results. 

I mentioned previously that unless some such 
medium as is Suggested with regard to relieving the 
railway company of a part of the interest burden on its 
branch lines was worked out, and if we assume that 
further development lines are going to be necessary in 
Canada, you will create a Situation in which the capital 
structure of the Canadian National would once more get 
out of balance, From the Standpoint of preserving a 
reasonable balance between interest bearing capital and 
equity capital I think this provision that 40% of the cost 
of a branch line be brovided as equity capital is the 
minimum, 

MR. O'DONNELL: Q. That is the Submission set 
out at page 15 of the president's statement, paragraph No, 
3? 

A. Yes. I note that United States roads have 45% of 
their capital as equity, and if the Canadian National 
Railways are to expand it seems to me logical that at least 
40% of that expansion capital should be furnished on an 
interest free basis if your objective is to preserve some 
sort of reasonable stablity and comparability. 

THE CHAIRMAN: Q. Equity capital held by the 
government, 


A. Equity capital held by the government, 
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Q. And in the United States the equity capital is 
held by the public? Is that what you mean? 

A. Equity capital in the United States would mean 
held by the shareholders of the railway, and equity 
capital in our case means the Shareholders of the railway 
and that means the government, 

COMMISSIONER ANGUS: Q. Is equity capital 
held by the shareholders of the railway really interest 
free in the same sense that equity capital held by the 
government is interest free? 

A. Well, I don't know that there is any real differ- 
ence. As I see it, the distinction is Simply this, that 
with regard to a fixed interest bearing obligation that 
is paid in any event, In connection with equity 
investment you get whateyeryour enterprise will yield 
after you have paid your charges. So that there is really 
no difference as I see it. The government in our case is 
the shareholder, and in the United States the shareholders 
are individuals but the economics is exactly the same. 

THE CHAIRMAN: Q. When you use the word "interest" 
do you mean in dividends? 

A. Pardon? 

Q. Do you mean dividends when you say"interest"? 

A. Interest -- 
Q. On the equity capital? 
A. I do not think I said interest on equity capital. 
Q. Somebody used the word, 

A. Ido not think I did. I would treat it as a return 
ow equity capital, 

MR. O'DONNELL: Q. And that is ordinarily done 
by way of a dividend? 

A. Ordinarily in a private enterprise it would be a 


dividend, and in the case of the Canadian National it would 
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be surplus earnings of the Canadian National. 

COMMISSICNER ANGUS: Q. Isn't there this 
difference? You said if the Canadian National builds 
a branch line 40% of the cost it might be will be money 
on which you had to pay interest, raise your fixed charges, 
and that the 60% should be money on which you did not have 
to pay interest. Have you compared that with privately 
owned railways considering the construction of a branch 
line? Doesn't a privately owned railway have to say 
that 40% would consist of fixed charges on which we pay 
a low rate of interest and 60% of equity capital on which 
we are obligated to pay a higher rate of interest, not 
nothing at all? 

A. In the first place, sir, I think that so far as 
the Canadian National is concerned the percentages of 
60 and 40 are Just the reverse to the way you have put 
them, that is, we maintain 40% of the capital should not 
be fixed interest bearing and that 60% should be, 

Q. Yes, 

A. But with regard to the balance of your statement 
I can only say that I cannot understand equity capital 
as being entitlec to any more than it can earn, That is my 
conception of it. It takes whatever is Lert... It takes 
managerial risks, and you cannot, in my judgment at least, 
set any definite figure to it. If you are thinking of 
inducing capital to come into equity investment they 
have to see a reasonable opportunity of profit, but I 
don't think that it can be stated to be any figure. 

Q. If just and reasonable rates are being computed in 
respect of a private railway so as to give it a return on 
its equity capital, has that any counterpart in the case 
Of a railway with a financial structure like that of 


the Canadian National? 
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A. Well, as I see it, it all revolves around this. 
The Canadian National R@ilways has a horribly unbalanced 
capital structure, and that is, in the judgment of the 
management, creating a bad managerial atmosphere. It is 
the opinion of the management that that Situation. should be 
remedied. Now, if it is remedied it must necessarily mean 
that the Canadian National Railways should only be asked 
or expected to pay as fixed interest upon investment such 
an amount as might be reasonable in the light of all of the 
circumstances, Then I say that if you are dealing with an 
institution such as the Canadian National that has no 
access to equity capital except through the government, 
and it has in the past been forced to borrow and pay inter- 
eSt upon every bit of its expansion, you would have a 
Pyramiding capital stzucture of the Canadian National 
even if you adjusted it now to a reasonable basis, and if 
in the future all of the capital needed for expansion 
had to be borrowed you would ‘purl Ait again climbing 
into a position of unbalance where you would have more 
fixed interest bearing burden than the general run of 
the railway industry. 

I think that is the sum and substance of the 
matter, It does not mean that 40% which is to be 
provided interest free should not be expected to earn 
a return, and I may Say this, that in analyzing any 
extensions:: of the Canadian National the full cost would 
be taken into account, and the line would be tested by 
its ability to earn a return on all of the investment. 
That, I think, clears up the point. 
MR. O'DONNELL: Q. Although that return might not, 

as I think you said before when you testified, be expected 
to be available before some years, even fiften odd years? 


A. No, that is quite true:. You cannot do it. We were 
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approached by an industry, and by the province of Quebec, 
to build a branch line down in the Abitibi country. It is 


the first branch line built after the war. We made a very 


thorough study of that Situation. We satisfied ourselves, 
after such an investigation, that there was a reasonable 
prospect of that line . ultimately working into a position 
where it would carry itself. 
Q. That is the Barraute line? 
A. Thatis the Barraute line. 
THE CHAIRMAN: Q. That is one of the lines Shown -- 
A. It is one of the lines show on this map and I 
can give you the number of it. 
MR. O'DONNELL: Number 8, 
THE WITNESS: That would be number 8, 
MR. O'DONNELL: On Exhibit 269. 
THE WITNESS: That line will not start to show 
a net return to the Canadian National for a matter of ten 
years, but I am happy to say that the development programme 
which we outlined, and upon which we based our decision, 
has been lived up to and actually exceeded in the 
first year’. of its operation. We expected that that line 
would produce 40,000 cords of pulpwood in its first year 
of operation, and actually I think it produced somewhere 
around 43,000 cords. We also expected settlers to go in 
on the land in certain numbers, and that developmant is 
taking place. 
COMMISSIONER INNIS: Q. How do you Square all this 
caution with the expenditure of moneys on these lines 
which have been unfinished? 
A. Well, I am naturally speaking of the conditions at 
the present time. I think if one goes back and examines 
these lines that are now incomplete one will find that 


they were part and parcel of a boom economy, and I think 
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we learned something from that. Those lines were projected 
in the peak of the 1928 boom. 

COMMISSIONER ANGUS: Q. What rate of return do 
you use for your calculations? 

A. Well, it is our practice to use about 3% as the cost 
of money to us, 

Q. 3% on the 100% of the cost of the branch line? 

A. That is about our formula. Sometimes we go a little 
higher. It depends upen the circumstances but 3% would be 
the current rate. 

COMMISSIONER INNIS: Q. Do you think you would be 
wise enough to resist any tendencies to boom in the future? 
A. I think prudent management has to consider all 
of the circumstances, and certainly if management considers 
it is in a boom economy I think that it would be prudent 

to take that into account. I certainly do. 

Q. It would be pretty difficult to get prudence under 
those circumstances? 

A. Well, I don't know. At least you can say this, 
that I think the management of the Canadian National Rail- 
ways Since, let us say, depressian times will stand the 
challenge of anybody as to prudence. We may have slipped 
over during the boom period but I certainly think the 
Service rendered by the Canadian National since that time 
has been on a most prudent basis, and I cannot see any 
evidence that at the present time we are being improvident 
about expansion. I told you about the Barraute line. 

It was certainly no ‘mprovident expansion because it was 
keyed into a very carefully planned programme of develop- 
ment, partly the province of Quebec and partly the Howard 
Smith paper interests. They had these limits in northern 
Quebec which were inaccessible and they wanted to expand 


their plant. They hadn't pulpwood; they couldn't get it, 
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and they came to us and said, "Will you build a branch 
line to make that pulnwood accessible'? The province said, 
"We want to settle this north country; we have settled all 
of the land which is now available within reasonable range 
of railways; will you extend the line"? We sat down 

with them and figured it out and eventually we built the 
line, and I think it was a prudent thing to do. 


(Page 20055 follows) 
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THE CHAIRMAN:Q What is the length of it? 

A. Forty miles. The authority that we obtained 
was to extend it to the crossing of the Bell River, a 
distance of 70 miles, I think it Wass) I ame told it) is 
about 80 miles; and we did not use the full authority 
because we did not think it prudent to go there. 

MR. O'DONNELL: Q. That authority is found in 
the Statute? 

A. The authority is in the Statute, but we did not 
use the full authority because in our judgment it was not 
prudent as yet to go thera. 

COMMISSIONER INNIS: That is the line about 
which Mr. LaMontagne appeared before us? 

MR. O'DONNELL: In that general area, I think 
i as a 

THE WITNESS: The people in that area are 
pressing for that line to be extended. Personally, I 
feel that the time will come when it will be extended. 

MR. O'DONNELL: Q. He is the gentleman who 
Said that if it was the C.P.R. that owned it, he would 
not expect them to do it, but inasmuch as the Canadian 
National Railways own it, it was fair game and we should 
go ahead with the project. 

A. We do not listen to arguments like that. 

COMMISSIONER INNIS: Q. You must have listened 
tO something like that when you have these lines which 
have not been completed? 

A. I think those lines were built under boom 
conditions and I would think they taught everyone a 
lesson. I do not think it was only the Canadian National 


Railway Company that fell into the error of building lines 
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that subsequently have not proved to be quite what they 
Should be. 
MR. O'DONNELL: Q. On that list given in 

Exhibit 269, there are forty-nine lines listed, and of 
the forty-nine I think there are only three not completed. 

A. There are some more than that. 

Q. There are five altogether that have not been 
completed? 

A. Yes. 

Q. And the dates are set out there? 

As AYES 

Q. AS you say, most of those are in the boom days 
of 1926, 1927, 1928, 1929 and so on and very few of them 
are in the later years? 

AY “That is right. 

Q. This Barraute Line is the only post-war venture, 
is it not? 

A. The Barraute Line is the first branch line built 
in Canada after the war. 

COMMISSIONER ANGUS: When you say 3%, do you 

mean 3% as from the date of construction or do you mean 
3% on 60% from the beginning, and rising slowly to 3% on the 
whole cost? 

A. No. It means 3% on the cost of the wholé ttne 
at the date of completion, including,I may say, the 
interest during the construction period which is capitalized. 

Q. Do you think that 3% is a figure that is 
comparable with the 63% that the Canadian Pacific considers 
it should earn on its own investment? 

A. Certainly on the face of it it is not comparable, 
but the 3% is the basis. That is the floor  .-that we put 
under the consideration of the branch lines extension. 


Naturally we want to be assured that within a reasonable 
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period of time we will at least get our fixed charges 
back. We do not think we would be satisfied with that. 
We expect that after that development has been completed, 
this line will add to the System revenues and System 

net on a higher proportion and that would becone; 
applicable to the equity capital of which I spoke. 

MR. O'DONNELL: For the convenience of the 
Commission, I might indicate that the prior disvussion 
which we had with Mr. Fairweather concerning the effect 
of development lines will be found in Volume 103 beginning 
at page 19163. It is now several weeks since we discussed 
the matter and I thought I might mention the reference 
at this point. 

There is one other thing, my lord. Your lordship 
asked me - - 

MR. SINCLAIR: What page was that, Mr. O'Donnell? 

MR. O'DONNELL: Page 19163. Your lordship 
asked me , as you will remember, or rather you said you 
would expect to hear further from me as to the rider which 
Mr. Gordon had put on that paragraph No. 3 on page 15 
of this statement, which is limited, as is said there to 
future development lines. He is referring to those lines 
which in the course of prudent administration a commercial 
railway would undertake in keeping abreast of national 
development and in anticipating and creating a demand 
for its service. It is such lines that he submitted 
should be financed to the extent of not more than 60% 
by interest-bearing securities. In respect of acquired 
railways or development lines constructed by the Government 
and later entrusted to the Canadian National Railways for 
management and operation under Section 19 of the Canadian 


National Railways Act, no submission is made to the 


4, on 
“2 a 
\ 


paguede tal’ ‘ery ae 9 deal he iis te ee RD aves paths 
rden <d tal eee ott “Gun bet tos ot aH yout 

South cet ert pac oa Me 

ot GF the [Ltn art oa 
eacyicl & Ho ten " 

fésostyge 

LI oO Am 

nt adale- T. [aera 

pot ew Molriv 

jrempoieveh Xo 

earel omey $8 


tiem off 


ita Rell sobtod:. aM 
Jiaonetede ald Bo 
+ SuGSLBy oh mcinay? 
nto owe wt doldw 
itsbae bigow yaw tet 
ni fie Setamqol eve 
,noreeea aol 12 .- 
sid. ot Beonsart ad binedte 
os id tone) nttitiedad mentee oJ 


bstourdanes asnhl Jgunqahevs’ ao ayes ber - : 
ty 


<o% evewites [naotiar tbaded 
nethbens) ead SoG aatoe an yah maiaered 


of sbem zi Aotesin 


- 20058 - Mr .Fairweather 


Commission. The law is there, and under the law rail- 
ways which the government may see fit to construct may 
be turned over to the Canadian National for adminis- 
tration and operation. We have no representation or 
submission to make in connection with that. 

THE CHAIRMAN: You simply tell us what your inten- 
tions are? 

MR. O'DONNELL: Yes, my lord; that is the object, 
with respect to these future development lines which 
they indicated are of the type referred to. 

THE CHAIRMAN: Even in cases where the forty per- 
cent of the capital at least is to be provided by way of 
equity stock, you do not find yourself inclined to do 
any construction unless in your own view it is proper to 
do so? 

MR. O'DONNELL: That is right. If, on the other 
hand, the government sees fit to build a line, of its 
own initiative, to meet the views of the people who are 
asking for the service and chooses to turn it over to 
the Canadian National for operation and management, we 
have no objection to that. That is done under the 
entrustment section of the Act, and that is the reason 
for which the Canadian National Railway Company, 
in part at least, was originally incorporated. 

COMMISSIONER INNIS: You have no objection, even 
though it might be embarrassing to you? 

MR. O'DONNELL: We should like to have it on equitable 
terms but, as I say, I thimk under the Act the government 
has the power, as the matter stands now, to force us to 
operate and manage these lines if they are entrusted to 
us. But where we have any judgment in the matter --- 

THE CHAIRMAN: In so far as building is concerned, 
if you are intending to build, you have to apply to the 


government for authority, as I read the Act. 
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MR. O'DONNELL: We have to apply to Parliament. 

THE CHAIRMAN: Yes; you have to apply to Parliament 
for authority. You say that you want to leave the Statute 
that way? 

MR. O DONNELL: Yes. 

THE CHAIRMAN: You simply tell us that you do not 
intend to be led on to constryction by suggestions made 
from any quarter? You intend to remain perfectly 

free in that respect even if forty percent of equity 
capital is available to you. 

MR. O'DONNELL: It might not be construction that 
we, in the exercise of our good business judgment, would 
think to be a fit and proper undertaking. 

COMMISSIONER INNIS: . If the government persist 
in undertaking it, you are quite willing for them to do 
SO? 

MR. O'DONNELL: That is something we cannot prevent 
or help. If the government, in the exercise of its 
Statutory power under Section 19 of the Canadian National 
Railways Act, chooses to foist one of these lines on to 
us, then there we are. As has been indicated by my 
friend, we would of course endeavour to obtain the most 
equitable terms possible; but in the final analysis we 
are bound by the statute. 

Q. Mr.Fairweather, there is just one thing I omitted 
to draw to your attention concerning the Newfoundland 
Railway and Steamship Service when last you were here. At 
pages 19158 and 19159 in Volume 103, you gave evidence 
concerning this matter, and I should have asked you to 
comment on the last paragraph on page 12 of Mr. Gordon's 
statement which reads as follows: 

"It is anticipated that the operations of the 

Newfoundland Railway and Steamship Services will 


burden the System income account to the extent of 
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"$4,000,000 yearly. Expressed in terms of 
negative capital this amounts to $134,000,000. 
Further, substantial amounts of capital will also 
be required from time to time to improve the pro- 
perty." 

Will you just comment briefly upon that last sentence 
which I omitted to draw to your attention when you were 
here before? 

A. In my previous evidence T gave in very sketchy 
outline the nature of the operation conducted by the 
Canadian National in Newfoundland, both railway and steam- 
ships. I pointed out that unfortunately the out-of- 
pocket cost of service exceeds the revenues that can be 
obtained, so that even if you do put additional capital 
into the property there is no hope of ever recovering a 
return on that capital. The Newfoundland Railway is 
in need ofvery considerable equipment. It needs ter- 
minals. 

THE CHAIRMAN: Q. It needs what? 

A. Terminals. That is a technical term for the place 
where the road movement meets the operating points where 
yard operations have to be conducted; that is, railway 
operations, broadly Speaking, consist of road movements 
and yard movements, and the terminals are really just 
another name for railway yards. The railway yards or 
terminals in Newfoundland are such that we shall have to 
spend a lot of capital. Then we shall have to spend a 
lot of capital on ballasting; and I should Say that over 
the next ten years we shall have to renew all the ral in 
Newfoundland. On the Steamship side, we shall have to 
Supply additional ships. The reason for that is that while 
Newfoundland was operating under Commission government, 
naturally they had their own regulation with regard ‘to 


Shipping. The Canadian regulations are much more severe. 
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It simply means that to handle the same amount of 

traffic we have to have more Ships. Altogether, the 

amount of capital that will be needed over the next ten 
years in Newfoundland is very substantial. JI have not made 
any exact estimate of it, but it is quite substantial. 

Then, of course, we must remember that this is a 
narrow gauge railway, and everything we biy “for: ittis 
Special, so we have to pay a higher price for everything 
we buy for use there. I think that should clear up the 
point: 

MR. O'DONNELL: That is Satisfactory, as far as I 
am concerned 

COMMISSIONER ANGUS: Q. How do you expect to get 
that capital? Is it to be equity capital, or what? 

A. In this case, under our Submission, if we get 
relief to the extent contemplated, it would be the in- 
tention to include these capital amounts in the budget of 
the Canadian National and have them authorized by Parlia- 
ment just as for any other part of the system. That is, 
we realize that here is a situation that is very special. 
We estimate that there is negative capital that can be 
clearly demonstrated to the tune of $134,000,000, and 
that while some claim might be made to find the capital 
for these things in Newfoundland in a Special category, 
nevertheless no such submission is being made. It would 
be part and parcel of the general capital budget of the 
Canadian National submitted to Parliament and approved 
by Parliament. 

Q. And that means that you would expect them to pro- 
vide you with money for this capital expenditure? 

A. Yes. We would go to the government to get the 
money, either by governm<nt vote or by authority to float 
issues, one or the other. 


Q. If you got it by government vote, would you 
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expect to be giving the government equity shares in ex- 
change? 

A. No. 

Q@. Or just get it as a special grant? 

A. In that case, we would borrow the money against 
a note of indebtedness. If we borrowed it from the 

would 
government, we yon give the government a note. If we 
borrowed it from the public under government guarantee, 
we would give the public bonds. 

Q. Would you expect that to increase your fixed 
charges, on this account? 

A. Yes, certainly. It is one of the things we con- 
templated, and it is because we see that that we are ask- 
ing the relief. 

THE CHAIRMAN: We will take a few minutes recess. 

-- After Recess: 

COMMISSIONER ANGUS: Q. Mr.Fairweather, if the fixed 
charges of the Canadian National are reduced, so that it 
is a manageable burden, is it really sound to increase 
them above that point without an increase in earning 
power? 

A. Certainly not; but in a huge system you necessarily 
have to have consideration to the fact that there will be 
some unremunerative capital that you will have to take 
on, and you hope that there will be enough remunerative 
capital that will be sufficiently remunerative to bear 
the burden of this unremunerative capital. It is a part 
of the managerial game, and that has been taken into ac- 
count inthis submission. 

Q. I am getting a little bit confused inthis way. 
There seems to be equity capital on which you expect to 
earn no return, and then equity capital in the case of 
these branch lines on whichyou expect to earn three per- 


cent, and then these fixed charges, some 6f which are 
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expected to pay their way as in the case of the branch 
lines, and others that are expected to bring in nothing, 
as in the case of Newfoundland. Ought one to try to 
Speak in terms of a capital structure that would take 
account of these differences? 
A. I think that is the submission, Sir, that it does. 
The exact mechanism of it is perhaps debatable, but the 
purpose of the adjustment is to get a fixed ¢ capital bur- 
den of interest-bearing securities which is, as you say, 
manageable. Then you take such precautions with regard 
to the larger items of capital expenditure which would 
result from expansion of the property, to see that it did 
not become unmanageable from that source. Then, so far as 
the internal conditions and operation of the property, 
considering a static condition of the physical size, and 
expanding in traffic with the growth of the country, the 
Judgment is that if the relief asked for in this brief is 
given, on the average the Canadian National would be able to 
be free from a deficit position and to have a moderate amount 
left over which could be plowed back into the property and 
prevent the pyramiding of unprofitable capital. That, 
broadly speaking, I think is the purpose of the submission. 
MR. O'DONNELL: And the Canadian National now has, 
as a matter of fact, all the principal properties that 
were at one time in the category of being bothersome ones? 
A. On, wee. 
COMMISSIONER ANGUS: Were what? 
MR. O'DONNELL: That might be considered as non- 
remunerative and bothersome from a managerial point of 
view. 
Q. And the submission is directed particularly to 
those new lines which may be built in the future? 
A. Yes . There is a guard put there, which is obviously 


a prudent guard, to see that the capital structure would 
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not, by expansion, get out of hand again. Now of 
course that guard has to be Supplemented by prudent 
management, and that prudent management is assumed. 

THE CHAIRMAN: Q. The Statute should then be 
left as it is and left in the way it is now worded. It 
seems to me ae the Statute provides for that. It says 
that you hagnee permission to build new lines or acquire 
new lines. 

A. The only thing is this. We feel that at present 
when we apply for permission to build a new line we are 
expected to take in our funded debt an amount equal to 


the cost of the construction of the line. We do not 


want to do that. We only want to take in 60% of it. 


(Page 20070 follows) 
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Q. Yes, I know, there is that very important differ- 
ence, but I was talking now about the incentive to build, 

A. “OH, duite, 

Q@. You want to have that entirely? 

Ae. Ung duLte , 

Q. The statute to be csrried out? 

A. Quite. 

COMMISSIONER ANGUS: 9. The question I was 

really thinking of was this: Is it sufficient to heve a 
distinction between fixed charges or capital that results 
in fixed charges snd equity capital, or should one perhaps 
try to think of two classes of equity capitel -- A shares 
on which you expect to earn a return, and B sheres on 
which the prospect of earning s return is very remote? 

A, Well, as I ssid, the exact mechanism that you 
use I think is 9 matter that might be considered, but for 
my purpose I maintain that the submission ‘as made is a 
workable one; it is 2 workable submission which if put into 
operation should, so fer as anyone can prudently look at 
the future, result in a balanced capital structure for the 
Canadian National set s level thet it could reasonably 
bear, and would promote efficient operation of the property, 
which is the sole justification for doing It, ae". see 2b, 

Q. When you ssy it is 2 workable system, do you meen 
that it is workable in relation to the Canadian Netionol 
taken by itself, or that it is also workable in respect 
of Canadian transportation policy, which includes both 
railways? 

A. Oh, I would say the latter, sir. 

Q. And workable in respect of the fixing of rates 
end so on? 

A. Well, of course, the fixing of rates and matters 


of that kind is a metter which is under the jurisdiction of 
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the Bosra of Transport Commissioners. Now, the Boerd of 
Transport Commissioners with this Set-up of the Canedian 
Notional, in which everydollar that is invested in the 
Canadian National is Shown, is going to be in full 
possession of all the facts and can evaluate the situation 
on such level os they consider reasonable and just. They 
will heve all the facts in front of them. What the 
Canadian Nationel desires is on adjustment of its capital 
structure to 9 level that it con improve its managerial 
efficiency. 

Q. What I meant was perhaps this, that it is no 
doubt quite adequate for the purposes of the Board of 
Transport Commissioners if it hos all the facts and it can 
use them in this form, but is the form 3 little too com- 
plicated for the general public, shall we say, which is 
to some extent trying to understand whst the Boerd is doing? 
Has this system got sufficient intelligibility at the 
particular level--- 

Aa. ieWenle Fothink it.has. I think actually it is 
a very simple snd almost ea brilliant solution of what 
hes been 9 chronic problem. Now, in 2 previous Royal Com- 
mission I had an opportunity of discussing this very matter, 
and on that occasion the problem was admitted... It is re- 
ferred to in their report. 

MR O'DONNELL: Thst is the Duff Report. 

THE WITNESS: But when I told them the size of the 
adjustment that was necessary to put the Canadian Nationol 
System on a comperable basis with s commercial concern 
they said, "Oh, my goodness, we will leave this to someone 
else," and the adjustment which is now being proposed is 
about of the same scope os I then suggested to the Duff 


Commission. 


THE CHAIRMAN: 9. Are we the someone else? 
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A. I would trust, sir, that the present Commission 
will deal with the matter definitively end give us a 
chance to show what we can do with improved managerial 
efficiency resulting from 3 realistic capital structure. 
ro Lp ee challenge to us, At the present time we have in 
normal times no target except how big our deficit is going 
to be, and thet igs bed for the organization. 

COMMISSIONER ANGUS: Q. Do you think that this 
system would make it possible for you to Say how big your 
reasonable net income ought to be? Do you think 14 
really gives you 3 defined target? 

A. I did not quite get that, sir, 

Q. Do you think that this proposed capital structure 
would make it possible for you to Say, not whet 
you have said hitherto, "How big should our deficit be?! 
but make it possible for you to say, "How big ought our 
income to be?" 

A. I think thet this adjustment is not going to make 
any feather bed for the Canadian National Railways. I om 
convinced that over the futured, with the problems that are 
facing the railway industry and the Conadian National, 
these adjustments, together with such treffic as we will be 
able to handle, sre not going to produce sny more than the 
minimum required to perpetuate 9a reasonable capitel structure 
That is my Opinion. There is no great amount of leeway 
Over and above (a) the meeting on the average of your fixed 
charges and (b) protection ogainst the pyramiding of your 
Capitel structure, 

COMMISSIONER INNIS: Q. When you said "3slmost 
brliliant" did you mean that you had some reservation, or 
wes it just modesty? 


A. Just modesty, expressed on behalf of the Canadien 


Nationel. 
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MR O'DONNELL: Q. The Situation is somewhat 
different, is it not, Mr, Flirweather, since the Duff 
Commission, in that the Government today has in its hends 
this $760 million of interest-besring obligstions? 

A. Oh, that makes the mechanism of the thing easier, 
I quite sdmit, 

Q. And as to the balance of it the difficulty which 
previously existed of handling the debt which was in the 
hands of the pudlic is solved on 3 reasoneble compromise 
basis by this proposal? 

A. It 1s easier to do = pe 

Q. Now, with respect to what Dr, Angus mentioned 
there as to the possibility of handling the situation 
through the use of A and B shares, that proposal or a 
proposal of that kind I understand was considered and it 
was not deemed workable by reason of the difficulty which 
existed with respect to allocating sny particular line 
or part of 8 line to either the A category or the B cate- 
sory or whatever other categories might be used? 

A. Well, certainly just the two divisions, interest- 
bearing on the one hand and equity capital on the other, is 
the seme of Simplicity, ond it hos that advantage. The idea 
of having various gradetions was considered, and it was 
rejected because of the complications that appesered in it, 
The measuring stick between the fixed interest-bearing debt 
snd other debt is relatively simple to work out, but the 
Other one, to introduce gradations, involves refinements of 
analysis that personally I do not think worth while; I do 
not think you get enough for them, 

COMMISSIONER INNIS: Q. Have you considered the 


effects on the Canadian Pacific Railway? 
A. Well, all I can say with regard to that is this, 


thet this is a proposal for the Canadisn National Railways. 
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I have stated that it is no feather-bed proposal at sll. 

It will, in my Judgment -- and also it is the judgment of 
Mr. Gordon and his Board of Directors, that this is the 
minimum that is required if you are to achieve these two 
objectives -- (8), thot on the average we should be, with 
prudent management, free from deficit fineneing, and (b) 
that we can maintain 3 reasonable stability of the capital 
structure of the Canadian National. Now, in arriving at 
thet conclusion the whole field of managerial discretion 
was reveiwed so far as we had confidence to do it, and we 
honestly feel that this is a minimum, Now, aS to the 
effect on the Genadian Pacific, the only thing I can say is 
this -- and this is My personal judgment -- that under any 
conditions under which the Canadian Nitionsl would be 
Operating here, the Canadian Pacific with its higher traffic 
density is placed in a more favourable position than the 
Canadian National, by reason of its higher traffic density. 

THE CHAIRMAN: Q. What did you say at the last 
of your snswer? 

A. By reason of its higher traffic density. That 
higher traffic density in railway operation is the major 
controlling factor. 

COMMISSIONER INNIS: Q. Would that lesd to charges 
against the Canadian Pacific thot it wos being feather- 
bedded? 

“ Ah. Would you mind repeating that? 

Q. Would that lesd to cherges against the Conadian 
Pacific. that it was getting e feather bed, even if the 
Canadian National wes not? 

A. I do not see that that follows at 211. Our problem 
is a much more severe one than the Canadian Pacific. Now--- 

Q. I am not considering your problem; I em considering 


the problem of the Canadian Pacific in relation to the pro- 
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posal which you put forward, 

A. Well, I do not see that it would damage the 
Canadian Facific , personally, 

2. Nos; you say it would improve their position? 

A. No, I did not Say that the sdjustment of the 
Conadian National would improve the Canadian Pecific 
position. I om sorry if I conveyed that impression. What 
I ssid was that under traffic conditions that would produce 
with this readjustment of the capitel structure of the 
Canadien Notional the objectives that we State, that the 
Canadian Pacific would not be harmed. That is what I Said. 

COMMISSIONER ANGUS: Q. You speak of paying your 
fixed charges on average. Do you think that makes them 
comperable witk the fixed charges of 8 commercial railway? 
I mean, does it expect to meet its fixed charges on average 
or does it expect to meet them in a pretty bad year? 

ned Weldsothst; I think, sir, just illustrates how 
really conservative this adjustment of the capital structure 
of the Canadian Nationsel ies 

Q. It may Suggest that it is too conservative? 

BeorWebas pa tsmay, be, you see, it may be, but actually 
it was considered that for 3 road such as the Canadian 
¥ationcl, with its finencial history and its low traffic 
density and the extreme barometrical nature of its net 
income, none of the capital should be interest-bearing, 
and thet is stated in the brief; but, in view of the 
possible trends in the future, where we look to an in- 
crease in populstion in Ceneda and we look to increasing 
traffic density of the Canaden Netionsl, the management 
considered that they might prudently leave the $283 million 
Still as fixed interest-besring capital; but in doing it 
they did not overlook the possibility that, with the extreme- 


ly berometrical nature of our finenciel returns, there might 
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be years in which we could not even pay those fixed 
charges. 

Q- As I understand the Canadian Pacific argu- 
ment, it is more or less this, thet the fixed charges 
thet you propose sre fixed at a level thet makes them a 
little ambiguous, it makes them look as if they were the 
target income, the proper income for the railway, and 
thet if they were considerably lower that danger would not 
arise, that you then would expect the fixed charges to be 
met easily and expect some income over sand Sbove that 
that would be expressed in terms of some other type of 
capital, and that it would remove the danger of the desir- 
able income being thought of by the public as merely these 
fixed charges, no more snd no less. Now, have they per- 
haps been fixed -- this, after all, is the question before 
us -- at a dangerous level, not dangerous to the Canadian 
National Railways but dangerous to the Canadian transport- 
ation policy, in being a little misleading? If they were 
higher, then that would be an objective that might sfford 
protection to the Cansdian Pacific; if they were lower, 
then there would Obviously be other earnings applied on 
equity capital, applied on income bonds, whatever it might 
be. Did that point receive consideration? 

A. Oh, yes, it did, and for my part I think thst good 
end prudent management consists in giving the Canadien 
National Railway a target to shoot at, that they should be 
Striving to hit, end I think that that “target should be 
set as high as it can be reasonably set; that is, I am look- 
ing et this thing from the Standpoint of stimulating 
managerial efficiency. We have been opereting for years 
and years and years in a hopeless atmosphere of deficit 
Operations except during the extreme peak of the 1928 boom 


and also the most exceptional circumstances of the war. Now, 
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it is my Opinion, ond it is also the opinion of the 
monagement of the Cansdian Netionsl, that thot has had a 
deleterious effect upon managerial efficiency. If you set 
the target sat such & Level“that42¢ tes challenge to 
management and a challenge to the personnel to make it go, 
then I think you are going to get the cheapest over-sll 
trensportetsan, If you set it too low, and if you put 
Some of the capital or all of it in e conditionsl earnings 
Class, I do not think that the Challenge would be of the 
caliber that it shoulda DEX 

Q. It is a very long time since I shot at a target, 
and the same thing may be true of the directors of the 
Canadian National, but my recollection of the matter is 
that it consisted of 5 Series of concentric circles -- 
a bullseye, an inner, a magpie snd an outer? 

A. Yes. 

Q. Now, haven't you defined a terget in terms of 
the bullseye only, and isn't that 95 little discouraging, 
because there are Shots like myself who sometimes get the 
inner or the magpie? Now, if you are really going to set 
@ target that is to Operate over time, good years and bad 
years, isn'trut perhaps better to have these varying degrees 
of success, the bullseye that you hit in the very best year, 
end the outer that you only hit in the very worst year, 
SO thet you can mark your performance not merely hit or 
miss, but according to its general excellence? 

A. Well, of course, I would like to think the 
Canadian Notional would classify as a sharpshooter, but--- 

Q. But you make the bullseye too big for that; you 
want to make the bullseye so big that they will be classed 


2s sherpshooters? 
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other conclusion than that this readjustment of the capital 
structure is 2 conservative one -- that is, it recognizes 
the principle thet there should be some fixed interest- 
bearing capital. As I Seid, there were strong srguments 
in favour of saying that none of it should be, but there 
were strong arguments on the other side that said that it 
Should be . I do not think it would be desirable that 

we should have access to capital funds sand not have to 
corn © return on 26.-° Li think that necessity of earning a 
return is a good thing, and the only thing about it and 
the only way I would qualify it is, do not create a 
condition where under periods of average traffic we would 
have Sep aee device deficits. Mr. Cooper, for instance, 
estimated that if all of the adjustments that are re- 
commended in this brief were made in 1949, I think it Was, 
we would only have $13 million available after we had 
paid our fixed charges, and I do not think thet for 3 
year of the traffic volume in 1949 thet is 9 very great 
margin. 

MR O'DONNELL: : Now, unless the Commission 
Wishes to pursue this matter further--- 

THE CHAIRMAN: No, no. 

MR O'DONNELL: Q. Then I would remind you, Mr. 
Fairweather, that when you were last here his lordship the 
Chairman suggested -- end I think the suggestion will be 
found in volume 103 st page 19122, among others -- that 
for the better understanding of the Canadian National 
Roilwey's operations another map might be prepared, showing 
the lines actually owned by the Canadian National Railway 
Company, which his lordship referred to as a core. I 
understend thet you have prepared .such 2 map, which I 
would ask you to produce as Exhibit 270, end to meke such 


comments upon it ss you think pertinent. 
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The title of this exhibit, my lord, is "Mep of 
Canadian Netionsl Roilweys indicating lines owned by 
Canadian Netional Railway Company." 
emOERnL DLT 270s Map of Canadian Nationel Railwoys 
indicating lines owned by 
Cenadian Netionsal Railway Company. 
MR O'DONNELL: ‘The map is dated March 28, 1950, 
aS appears in the lower right-hand corner, 

Q. If the Commission now have the map before them, 
Mr. Fairweather, would you please make your comments on Lt? 

A. This map shows in red the lines that are actually 
comprised within the Canadian National Railway Company. 

You will see from the map that it is comprised of the old 
Grand Trunk Railway Company, to :.. which have been added 

in various parts of Canada lines which were either acquired 
built or were built as branch lines. 

Q. Theat is, the lines in blue on the map sere these 
lines other than the lines actually owned by * the 
Cenadian National Railway Compsny, end the principal 
portion of those latter lines ere the Grand Trunk lines? 

A. The red line is largely the Grand Trunk Railway. 
The scattered red lines that you see are lines that were 
either acquired, built or were built as branch lines. Many 
of those branch lines will be seen on the other exhibit, 
the previous exhibit. 

Q.- That is, Exhibit 269, 

A. From which they could be identified. The blue 
lines on this map represent the lines of railway that sre 
controlled by the Canadian Netionel Reilway Company either 
by stock control or by entrustment. 

THE CHAIRMAN: Q. How do you classify the New- 
foundland Railway? 

A. Pardon, sir? 


Q. The Newfoundland Railway? 
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A. The Newfoundland Railway is a blue line, and is 
therefore an entrusted line, 
Q. It is not your line, then? 
A. Oh, no, it does not belong to the Cansdien 
National Railway Company et all. It is entrusted to us 
for maintenance and operation, 
COMMISSIONER INNIS: Q. Would it be fair to ssy--- 
THE CHAIRMAN: Q. Pardon me 9 moment. It is a 
Canadian Government owned line? 
A. It is owned by the Canadian Government. 


COMMISSIONER INNIS: Q. Would it be fair to ask 


whether the difference implies ony difference in attitude 


of the management towsrd these relative lines? 

Bes) Loan sey positively that it does not make the 
Slightest bit of difference to the management. The 
Canadian Nationsl Railway System is operated as an entity. 
The Canadian National Railway Company, which you see put 
out here in red, is only the authority with regard to those 
particular lines, the authority for their existence. Go 
far as their operations dre concerned, there is not one 
scrap or lota of difference between the Canadian National 
Railway Company lines and the other lines, nor are there 
eny special divisions or routing of traffic or anything of 
that kind, and we make no report for the Canadian Netional 
Railway Company os such; our sccounts are consolidated, and 
they represent the accounting of everything thst is en- 
trusted to the Conedian National, together with whet the 
Canadian Natiomel owns ond controls in stock ownership. 

Q. Have you eny accounts which set out at all the 
difference between them? 


A. There are attempts made to keep the corporate ac- 


Counts of some of these groups. Partly thst is due to the, 


well, necessitzives of one kind or snother, but it does not 
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influence management st 311 in the operation of them, It 
is purely en accounting matter. 

COMMISSIONER ANGUS; Q. Is the Hudson Bay Railway 
in exactly the same position? 

A. No, the Hudson Bay Railway is not entrusted to the 
Conadian Notional Railways on exactly the same basis. I see 
it is marked in here in blue, and that will need correction. 
The line from The Pas through to Churchill, which 4s shown 
blue on this exhibit, is the Hudson Bay Railway, and that is 
entrusted to the Canadian National Reilwey as on agent of 
the Government. 

COMMISSIONER INNIS: Q. Does thot include the 
branches to Flin Flon sand Sherridon? 

4, No, the branches to Flin Flon and Sherridon sre 
pert and parcel of the Canadian National Railway system. 

MR O'DONNELL: Q. Is not the situation concerning 
the Hudson Bay, Mr, Fairweather, that it is fully entrusted 
except as to the finances? 

A. It is an agent; we ere an agent for operating, but 
we do not incorporate in our accounts the results of operation 
of the Hudson Bay Railway. 

THE CHAIRMAN: Q,. The Hudson Bay Roilway begins at 
The Pas? 

A. At The Pas, yes. 

@. And goes on to Churchill. Now, is there any other 


railway that you handle in the same way as thet? 


Ad, Nog eda, 

Q. That is the only one? 

A. That is the only one. 

Q. It stands by itself so far as--- 


MR O'DONNELL: Incidentally, my lord, I think the 
Commission has been provided with copies of the various Ordes 


in Council which get out the distinctions. 
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THE CHAIRMAN: I know that. I went to have it 
in my mind now. That is the fact, 

Q. The Hudson Bay is in its own class? 

A. It is the one sana only. 

2. Now let us come back to Newfoundlend for s moment. 
Tell me about this Coastel Steamship Service; does that 
form part of the Government -owned property there, running 
along with the railway? 

AY” Yes, sir, 

Q. And you sare menaging that too? 

A. We are managing that too, but we sare managing it 
under en entrustment order, and the results of its opers3-~ 
tions ere included in the Canadian National accounts, 

COMMISSIONER INNIS: Q. Do you pay running rights 
over that stretch of line between Bhe Pas and the Flin Flon 
Junction? 

A. There is an agreement; at the moment I do not know 
exactly what it is, but there is an agreement. 

MR O"DONNELL: Q. Mr. Fairweather, is not the 
method of operating the Prince Edward Island car ferry the 
pettern for operating the Hudson Bay? 

A. I am caught out there, yes. It is not s line of 
railway, so technicelly I am right, but the ferry between 
Prince Edward Island and the mainland is also on ean agency 
basis. We menage it--- 

THE CHAIRMAN: Q. Pardon me; the ferry, do you say? 

A. If you look at the map closely you see a place 
called Borden, and Cape Tormentine, and there is an ice- 
breaking car ferry that operates between there--- 

Q. That ferry is operated under the same conditions as 
the Hudson Bay Railway? 

A. Broadly speaking, air; vers 

MR O'DONNELL: Unless the Commission hes some other 
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questions on that perticulsar map--- 

THE CHAIRMAN: No, go on, 

MR O'DONNELL: Q. We will go on to something 
else, then, Mr. Fairweather, I would like to ask you to 
direct your attention sgsin to page 15 of Mr. Gordon's 
submission, the peregraph numbered 2, where it is said 
thst the Government should acknowledge en indebtedness to 
Cenadian Nationsal in the amount of $300 million to bear 
interest at 3 per cent until discharged, end so on. Now, 
could you add enything or give any information to the 
Commission as to the make-up of that figure end the reason 
for the proposal? Mr, Cooper has already given some 
information about it. 

THE CHAIRMAN: Did you say at page 14? 

MR O'DONNELL: Poge 15, my lord. 

THE CHAIRMAN: What is the figure? 

MR O'DONNELL: $300 million -- the one in the 
Second paragraph, 

THE WITNESS: Well, the $300 million figure is 
a matter of judgment, and it really comes back to this 
question of what shell be a reasonable target. In 
arriving st the $300 million regard was had to the history 
of past earnings end to the future prospects as influenced 
by discernible trends thst seemed to be present. Now, the 
past history of operstions needed to be edjusted obViously 
for a variation in accounting procedure as between retire- 
ment eccounting sand depreciation accounting. The operating 
expenses were let us say understated in the period prior to 
the application of depreciation accounting to rolling 
Stock on the Conadian National. 

Another important bearing upon this matter is 
infletion of the doller. That inflation of the dollar will 
appear in two forms -- first, that it infletes the capital 
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cost of replacements, and, our depreciation being figured 
on book cost, on the average our deprecistion will not be 
enough to supply the replacements of the same type of 
equipment es ere being retired. But inflstion has snother 
bearing upon the operating results, by reason of the fact 
that the Canadian National Railway hes a low traffic 
density, and inflation bears with particulsr force upon a 
road of low traffic density. 

Then we have also to consider the effect of 
highwsay competition. We would like to believe thst the 
worst in highway competition is behind us, but anyone who 
takes realistic point of view cannot come to that con- 
clusion. There is still o large amount of reailwey traffic 
vulnerable to highway competition, slbeit on an uneconomic 
basis, but the trucker operetinz under the umbrella of a 
rate structure set up for the railway, although he may be 
from four to five times os expensive a medium of trans- 
portation, can nevertheless bid for that treffic and cerry 
it at prce“~itable rates to himself. The damage done to the 
railway economy and to the general economy of the nation 
is something that he is not concerned with, nor do I think 
in fairness he should be concerned with it. He has his 
field of opportunity, it is to some degree artificial, and 
he is exploiting it, end there is 3 very substantial smount 
of net revenue of the railways that still is vulnerable 
to highway traffic, only awaithng the expansion of highway 
facilities and the provision of more vehicles. So one had 
to give weight in the future to highwey competition. 

Then slso one had to consider the effect of air 
competition, which is eroding the higher class passenger 
fedin eee: and bids fair in the future to .teke the major 
portion of the long-distance inter-city travel. 


Then there is elso water competition, which has 
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been aggressive and which is likely to be even stil 
aggressive as facilities ere improved, 

Then another factor that was taken into account 
wes the development function of the reilway. The 
Canadien National is fundamentally in 9 large part a 
pioneer railway. You will find it throwing tentacles out 
to the north of our country into the last remaining 
frontier that we have. It is quite within reasonable 
prospect that development lines will be constructed. 

Right at the moment we have before us applicetions for 
branch lines of that nature, some of them calling for very 
heavy capitel expenditures. Now, these development lines 
will dilute our traffic density. As we extend development 
lines we will add to our capital structure ond we will 
dilute our traffic density during the period of develop- 
ment, so that we will be sdding in some degree to the 
managerial problem, and the net income to be anticipated 
would be correspondingly affected. As I explained earlier, 
we would hope by prudent management to keep these develop- 
ment lines to such a proportion that ultimately they could 
work themselves into a real profitable adjunct to the 
system, but you would have to be patient and view them from 
8 long-term point of view. 

MR O'DONNELL: Q. ..11 those considerations, as 
to potential earnings and earning power, were taken into 
consideration when arriving st the $300 million? 

A. Well, now, most of those were on the negative side 
of the ledger -- 811 of them were on the negative side of 
the ledger, but the picture also hes the other side. We 
may expect an increasing population in Coneds, and with 
that increasing population we will get en even greater 
physical productivity in the country. 

THE CHAIRMAN: Q. Is your company by itself doing 
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anything to bring about an increase in population? 

A. Oh, yes; we have two instruments for that. One 
is our Colonization snd sgricultural Department, and the 
other is the Department of Research end Development, of 
which I happen to be the head, and we oid in creating 
opportunity, snd the Colonization and Agricultural Depart- 
ment sid in seeing that that Opportunity is taken advantage 
x ge 

Q@. I heve reference now, of course, to immigration. 

As, (Lees £ know, sir, immigration; but we do not 
confine ourselves to immigration, because in the Canadian 
economy, with the rate of increased productivity of our 
people, we have to fina employment for a lot of people 
just from our own industrial reorrangement. Now, our 
population growth I estimated at 14 per cent per year: [I 
estimated our productivity is increasing st 25 per cent 
per yeor, 

Q@. Now you are talking of the Srowth of the 
population of Canseda? 

n, 6 /Yes, 

Q. Not of any particular area? 

A. Theat is Canade as a whole, The Canedisn Nationel 
extends from one end of the country to the other. And then, 
8s I say, physical productivity has been increasing at 
about 243 per cent, meaning of course that the Specific 
productivity per individual is going up. But in so far as 
the railway is concerned, you run into 3 rather disturbing 
bit of information when you enalyze the railway revenues in 
relation to the gross nstional product of the country. For 
instance, in 1928 it was 9.41 per cent. In 1948 it was 6.8 
per cent, even after making adjustments for the rate in- 
creases that had been granted but were not yet in effect. 


So that what you get is this: You see Canada expanding 
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in size end expanding in physical production, and the 
railways, largely due to highway competition, finding 
themselves in a position where, while being an'essential 
medium of development, they participate to a smaller 
extent in the economy than they might be said to do if you 
looked only at the historicsl past. It was as a result of 
taking all of those factors into considerstion that this 
figure of $300 million was srrived at as being the fair 
reduction--- 

Q@. Pardon me. Just before we proceed with that, I 
want to ask about immigration again, does your company 
keep immigration agencies in foreign countries? 

A,onYes,*sir, “we ido. 

Q. And they sre active now, are they? 

A. They ere active now, yes, 

COMMISSIONER ANGUS: Q. If the $300 million is in 
part dealing with inflation -- and I Suppose these figures, 
9.41 and 6.8, really indicate that -- inflation hes affected 
the rest of the economy more than the railway revenues? 

A. No, sir, I do not think that is the inference at 
all. Withinkiteispirely' and simply due to this fact, 
that the highway competition is eroding the highly valued 
traffic. It leaves with the railway the bulk of the busi- 
ness. 92 per cent of a11 lend transport in Canads other 
then strictly local delivery is performed by railway, sand 
only 8 per cent is performed by truck, but you would be sur- 
prised to know that on the revenue side 23 per cent of the 
transportation revenue goes to the truck end 76 per cent 
goes to the railway, so that we are forced for 76 per cent 
of the gross transportation revenue of the country 3s 3 
whole to handle 92 per cent of the business, and thet, sir, 
is the main explanation of why we have s declining choracter- 
istic against gross national product. 
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Q. Well, whichever is the explanation, or whatever 
share they bear in the explanation, you have the two, 
the trucks and the inflation, which you mention? 

Bin VOB. 

@. Wheat I em driving at is this: Is the $300 million 
doing something thot it is arguable that an increase in 
freight rates ought to do? 

A. In my opinion, no. 

MR O'DONNELL: I might just drew your attention, 
Dr. Angus, to what the brief ssys on thot point et page 14, 
The proposal as 2 whole is predicated on this: 

"It is submitted thet by ordinary commercial 
standards, the entire interest-bearing capital should 
be converted to equity capital. However, in view of 
the practical difficulty in the way of converting the 
interest-bearing capital in the hands of the public 
into equity capital at this time; and having regard 
to the potential earnings of the Canadian Notional 
Syatem," -- 

concerning which Mr. Fairweather has just been speaking -- 

"which are considerable and may in some degree offset 

the adverse factors here considered; and on the 

assumption that the present imbalance which exists 
between railway rates and railway costs will be 
removed by edequate rate increases, I submit the 
following as en appropriate edjustment." 

COMMISSIONER ANGUS: The reason I asked the 
question was that the reasons which Mr. Fairweather gave, 
8s I understand them, trucks end inflation, seemed to be 
reasons that affected shall we say one railwey as much as 
the other and would be dealt with on this redressing of 
the imbalance or whatever you call it by means of freight 


rates, and I wanted to see whether the ressons also applied 
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to the $300 million. 

THE WITNESS: 228, but. Sir, these things bear 
with particular emphasis upon the Canedian Nationel., 

For instance, inflation bears more heavily on the Canadian 
National because it is @ low density line then on other 
rallways, and highway competition bears with heavier 
impsct on the Cenadian National Railways, end it is some- 
thing that we cannot do anything about by rate increases, 
You see, if you look at the map down in the industrial 
part of Canada, where the highway competition is fiercest, 
you will find the Canadian National Railway, that is the 
heart and soul of the Old Grand Trunk Railway, and that is 
where our high-class traffic is being eroded by the truck, 
We are more in that regard an industrial road then other 
roads in Canada. The Canadian National, sir, can be said 
to be made up of, broadly Speaking, two types of road. 

One is pioneering, and the other is an intensely industrial- 
ized railwey, and it is inthe intensely industrislized 
area that we will feel highwaycompetition in greater force 
then any other railway in C_nada. 

Now, with development lines, egsin that is a 
peculier challenge to the Canadian National Railways, be- 
cause we are on the frontier, up on the fringe of the north 
country and the great Laurentian Shield, which in my opinion 
will develop mineral resources and lumbering resources snd 
to 9 minor degree settlement -- that is a bigger field for 
expansion by pioneer lines than other perts of Canada. 

COMMISSIONER ANGUS: Q. The $300 million, then, is 
really closely related to this difference which you say 
there is between the two railways? 

A. Yes, certainly. 

MR O'DONNELL: Q. And to the fect also of the 

difficulty of handling the debt which is in the hends of the 
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public, interest-bearing debt in the hands of the 
public? 
A. Oh, yes. 

Q. And to the potential earnings which the road 
has, all of which is based on the assumption that the 
imbalonce in rates snd costs will be adjusted properly? 

A. Yes, certainly. 

MR O'DONNELL: In thst connection, my lord, this 
mep Exhibit 270 I think Shows the industrialized erea of 
Which Mr. Fairweather wes speaking particularly,in red; 
and also I might Just draw the attention of the Commission 
to the statement which appears in Part I of the Canadian 
Pacific Railway Company's Submission, at peee 214... The 
Canedisn Pacific there Says: 

"The Canadian Pscific has grown up as en 
integrated roilwey system, and the ma Jority of ites 
treffic originstes in the predominontly egricultursl 
West. The Cansedian National has been developed over 
the years through the consclidation of 8 number of 
independent ena unrelated railway lines, and the 
greater portion of its revenue treffic is initiated 
in the industrialized East." 

Q. Thet is what you--- 
A. That is what I was Saying, yes. 


THE CHAIRMAN: Well, we will sdjourn till 3 quarter 


to three, 


---The Commission edjourned at 1:00 p.m. until 2745 p.m. 
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Ottawa, Onterio, 
Wednesday, April 19, 1950. 


AFTERNOON SESSION 
S. W. FAIRWEATHER , Recalled. 
EXAMINATION CONT'D BY MR O DONNELL: 

Q. May it please the Commission: TI would like now 
to direct Mr. Foirweather's attention to page’ 5S of Mr. 
Gordon's submission, to the first sentence in the second 
paragraph on that page, which states: 

"Inflation bears with particular severity on the 
Canadian National by resson of its relatively low- 
traffic density." 
You touched on that matter this morning, Mr, Fairweather, 
briefly, but I wonder if you would be good enough just to 
explain that statement in a little more detail. TI under- 
Stand that you have a little tabulation that serves to 
illustrate what you have in mind there in that statement? 
A. Well, of course, it is true that infletion bears 
with particular severity upon railways of low-traffic 
density. Inflation ss well as operating costs sand, other 
things being equel, the operating cost per unit of revenue 
to a line of low-traffic density is of necessity higher 
than that of a railway enjoying greater troeffic density. 
That simply is stating thet the operating ratio is a 
function of traffic density, other things being equal. 
It follows therefore thet an inflation of the 
Operating cost per dollar of revenue is greater for a low- 


traffic density line, and the granting of an increase in 


rates sufficient to restore the pre-inflationary net revenue 


of the line with higher treffic density will therefore not 


fully restore the net revenue of the line with low-traeffic 


density. There will be a residuum thet will not be adjusted. 


I meade a little example up to illustrate this 
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point, dealing with two hypothetical railwsys, road A and 
road B. 

MR O'DONNELL: It might be 9 convenience to the 
Commission if the tabulation could be incorporated in the 
transcript at this point. I will hena one copy to the 
reporter for thet purpose. 


(Tabulotion follows on page 20093) 
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EXAMPLE TO ILLUSTRATE EFFECT OF INFLATION 
UPON TWO RAILWAYS OF DIFFERENT TRAFFIC DENSITY 
ESSERE LRAPPIC DENSITY 


ASSUMPTIONS: - ROAD A 
PVCU One nel te cerns sche sclecban.. 1500 
(Thousands of Rev. Ton Miles per 
ee ee aes tals ahicctwte Ue aim 
Non-Variable Expense per Mile.. $7,000 
Variable Expense per Thousand 

Hevemue Ton Mileg oo. ae.. 6.50 
Pre-Inflation Revenue per Thous. 
DOMMES Vale Saree ee oh tel 12.50 

PRE-INFLATION RESULTS: - 

Se UN EO ULTS 8 = 
Non-Variable Expense PORT es ove 7), O00 
Variable Expense per ie Ye Saran eS eg 6 

Total Expense per Mile....... 16,750 
Kevenue Per Mile .J)...... seis Ae TO 
Oe rout Le 5. rae Ulbish tire, he 2,000 


WITH 50% INFLATION; - 


Non-Variable Expense per Mile...) 10,500 


Variable Expense per Mile....... 14,625 
Total Expense per Mile....... ey, io5 


Revenue per Mile (44.7% Increase 
Required to Preserve Net 
Revenue of Road with Higher 
PI es Rate Rie okey ba ade 27,125 
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THE WITNESS: If you take the assumptions that 
the traffic density of rosd A is 1500, measured in 
thousands of revenue ton miles per mile, and road B is 
1300 thousand, then you see you will have s difference in 
traffic density of 2 little better than I Suppose 14 per 
cent. Now, your non-variable expense per mile -- that is, 
So to speak, your fixed portion of your operating expenses, 
which do not vary with any moderate change in traffic 
volume, would be the same in esch case, $7,000 per mile 
assumed; and if you make snother assumption, that the 
variable cost per thousand revenue ton miles is $6.50, you 
would get a pre-inflationary revenue of road A of 18,750 
end a pre-inflationsry revenue of road B of 16,250. The 
expenses would be fixed or non-variable in each case, 
7,000, and variable 9,750 for road A and 8,450 for road B, 
or totals of 16,750 and 15,450. So your net per mile of 
road A would be $2,000 sand for road B $800, although the 
two roads would be identical in efficiency of Operation; 
there would not be any difference whatever except a differ- 
ence in density. 

Now let us apply a50 per cent inflation. We would 
then find our non-variable expense in each line increased to 
10,500; the variable expense would incresse to 14,625 for 
the road A and to 12,675 for road B, giving total expenses 
per mile of 25,125 sana 23,175 respectively. 

Then if you edjusted your revenue per revenue ton 
mile so as to yield the pre-inflationary net of $2,000 per 
mile for road A you would find thst road B would only have 
net revenues of $325, so that road B has fallen behind to 
the extent of $475 per mile as compared with road A, due to 
the inflation of the dollar, and that condition would rule 
SO long as there was a difference in the treffic densities 


of the two roads. It is quite independent--- 
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THE CHAIRMAN: Q. How do you work these figures 
out, Mr. Fairweather? At the beginning of the assumption, 
you see, you have non-varisble expense per mile $7,000; 
that is right, is it? 

Bie LEB 

Q. Then you have variable expense per thousand revenue 
ton miles, $6.50? 

A. That is right, sir. 

Q. I do not know just how you get that figure. 

A. Well, this is a hypothetical case, What that 
really means is Lads. that. . broadly speaking ,the expense 
of operating a railway is divisible into two perts. One 
pert is relatively fixed and is independent of volume of 
Crerfics At.1s the Set-up expense of the railwey. 

Q@. And you put that st $7,0002 

A. At $7,000. Then there is snother expense which 
varies with volume of traffic, and that I have set at 
$6.50 per thousand revenue ton miles. That is, my hypo- 
thetical railway on out-of-pocket Operating expense would 
incur. an expense of .O5¢ per revenue ton mile. Then by 
applying that to my hypothetical traffic density of 1,500 
in the case of rosd A and 1,300 in the case of road 1. Fe 
get my variable expense, that $6.50, and you see that is 
Shown down 3s variable expense per mile. 

Q. Yes, I understand thet, Wheat does look a bit 
Strange to me, coming to it this way, is how you get so 
sm3lla figure for your variable expenses, $6.50 only? 

A. Well, that is not for from the truth as applied to 
Canadian National experience. It is perhaps a little on the 
low side, but the Canadien National will hendle sdditionsl 
revenue ton miles at a figure that is not far from thet, 
about .65 or something of that order. You see, the revenue 


per revenue ton mile at the present time is -- whet? About 
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1.20 or something like that, and for additionsl revenue 
ton miles the sdded expense within a moderate increase is 
about .65. Of course, it won't hold if you vary the 
traffic more then about 5O per cent; efter that you would 
get into another cycle. 

MR O'DONNELL: Q. These assumptions that you 
have set out there at the top of the tabulation with 
respect to non-variable expense are expressed in terms or 
units different then the variable expense? 

A. Well, in the fixea expense it is dollars per 
mile, in the other it is dollars per unit of traffic, 

Q. Per thousand revenue ton miles? 

A. Per thousand revenue ton miles, the revenue ton 
mile being the unit of useful work performed, ond it Simply 
illustrates this, that the Operating ratio of 3 railway is 
a function of traffic density, The general formule is thet 
the operating ratio is equal to a constant divided by the 
density of treffic, and then to thst fraction an sddition 
of an out-of-pocket ratio. The formula for the Canadian 
Nationel and for Canadian reilweays generally at the present 
time I may say is that the Operation ratio R is equal to 
8,270, divided by the density of traffic in dollars per 
mile, plus 54, and thet will produce the operating ratio 
With moderate changes in traffic density. You will see that 
the traffic density is very potent, because the increment 


or decrement of the operating ratio varies os the squere 


of the traffic density. The se of that equation is propor- 
tional to ae. 


Q. In any event, this tabulation serves to illustrate 
the effect of inflation upon two railways of different 
traffic density? 

A. Yes, that is what it does, 


Q. And you previously told the Commission this morning 
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and the statement of Mr, Gordon is that the Conadian 
National with its low treffic density is particularly 
effected or affected with perticular Severity by inflation? 

A. Oh, yes, it follows, it follows quite logically, 

Q. And I think you also mentioned that as compared 
With Canadian Nationel, in your view the C nadian Pacific 
hed a higher traffic density? 

A. Oh, their traffic density has been consistently 
higher then that of the Canadian Netionel, except for 2a 
brief period during the war when, due to the excessive 
traffic conditions of the war, particularly the tremendous 
Overseas exports and the industrial development of the wer, 
the Canadien Netional did for 8 very brief period climb up 
to the traffic density of th Canadian Pacific, and you 
could immediately see the results’ in’ the Operating ratio 
of the Canadien Nationel. 

Q. Now, Mr. Fairwesather--- 

A. That was 2 most extraordinary condition. The 
typical condition is that we lag behind the Canadian Pacific 
in traffic density about 10 per cent. 

COMMISSIONER ANGUS: Q. Whet period have you in 
mind as the pre-inflationary period? 

A. In this particular example, sir? 

Q. Well, if we were to apply this hypothetically. 

A. Well, I would soy that if you want to take the 
present-day conditions, I would Say I would look on 1939 38 
pre-inflationary, 

MR O'DONNELL: Q. Now, Mr. Fairweather, would you 
be good enough to turn to the main Submission of the Canadian 
National Railways, which is Exhibit 2142 wt occurs to me 
that it might shorten proceedings if I just .referred 
briefly to the part that I am interested in. I understand, 
Mr. Fairweather, thot you are the officer of the Canadian 
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National Railways who prepsred that section of the 

méin brief entitled "THE CANADIAN NATIONAL AND ITs 
OPERATION OF LINES OF RAILWAY IN THE PUBLIC INTEREST" -- 
thet is at page 64. You were the officer of the Conadien 
National Reilweys who prepsred that section of the main 
brief, which is set out at pages 64 to 72 inclusive? 

Ke LEB, 

Q. You have there made reference to the burden which 
the Canadian Nationel has been required to assume in its 
operating expenses by reason of the losses -rxattendant on 
the operation in the public interest of certain extensive 
lines of railway, end in general, by way of summary, I 
might say that you have made reference to the fact that s 
large portion of the Conadian National System consists of 
development lines and o further substantial mileage srises 
from functional duplication of previously existing com- 
petitive systems, that the location of still other lines 
has been influenced more by strategic than economic condi- 
tions, and this all has resulted in a relatively low-traffic 
density, which is the basic explanation of the widely 
varying results of operation from year to year; end you 
have there referred to the difficulties attendant upon the 
co-ordination of these lines, and have pointed out that a 
greater mileage of railways exists in the Canadian Nationel 
than would have been necessary if the system had been 
planned as an entity. You have further indicated in those 
pages thot the continued maintenance and operetion of such 
duplicate and extra mileage is a burden which adversely 
effects the earning capacity of the property, end you have 
referred to the problems presented by branch lines (page 
66) end the disabilities srising from the inclusion in the 
Canadian National system of circuitous routes, the location 


of which were influenced by strategic or political reasons, 


Sine AB = 
Teta nhe op 


vi bee Me ‘elf 


atch ae 


Uabtarae b Dosis y, © alate oemmieieRha slang LARA 


«Pane LENE OS SRST al {Pa 


RND -20099- Mr. F irweather 


which ere in competition with Shorter routes (page 68), 

and to the burdens erising from the Operation of small 
railways, previously independent ena constructed to low 
Standerd. Then between beges 70 and 72 you explain = 
Exhibit "A", which is illustrative of the problems flowing 
from the relatively low-traffie density previously referred 
to. Now, is there anything further that you care to ada 

at this time to the matters I have just mentioned, which 
are in fact set out in some detail between pages 64 ana Tz 
of the main brief? 

A. No, it does not occur to me that I might add very 
much at this time to what was Set out in the main brief, 

AS 8 matter of fact, a good deal of it hes already been 
touched on in discussing Mr. Gordon's submission. 

Q. Well, would you refer possibly to this Exhibit "," 
attached to the main brief, which was filed Separately as 
Exhibit 215, ana explain that map briefly? 

A. Well, this map was intended to give en indication 
of the relative profit of different sections of the Canadian 
National system. Every railwey system has Linés that sre 
thin traffic snd are unprofitable for that reason, even when 
you take feeder value into eccount. The particular classifi- 
cation of the Canadian Netional lines is besed on gross ton 
miles per mile of line, 

Q@. That is for the purpose of this particular Exhibit 
215? 

A. Yes. Had revenue ton miles been available in the 
detail required sat the time the mep was prepared, both 
figures would heave been Shown. Each has a value. The revenye 
ton mile is 8 measure of the effective trensportation work 
performed, and the gross ton mile is 2 measure of the actuel 
trensportation work performed, The broad classification of 


these lines are in three groups -- those of the troeffic 
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density at 250,000 gross ton miles per mile snd under, 
those with a traffic density between 250,000 and 1,500,000 
gross ton miles per mile, and lines of traffic density 
over 1,500,000 gross ton miles per mile. This classifics- 
tion wes intended to illustrate the nature of Canadian 
National operations. The red lines on this chart or map 
ere those lines where the traffic density is below the 
first critical measure. Thoet critical messure is that 
after allowing for feeder velue to the balance of the 
System they still come out in the red. That LS, @ linesoft 
railway being credited not only with the revenue which 
might be apportioned to it on @ pro-rate of the work per- 
formed, but also having credited to it all of the revenue 
on the treffic which originates or terminetes on it or 
passes over it end still proauces a . deficit condition on 
operation -- that D2 6 fails to. ada anything to net 
revenue -- would be classified as red. 

Then et the other extreme there ere those lines 
which enjoy sufficient traffic so that they pay their way 
even if they are only credited with thet portion of the 
revenue arising from traffic passing over the . line or 
originating end termineting on it, which would be pro- 
ratable to the line on 3 ton mile base, and under such 
conditions produce sufficient revenue to pay their expenses. 
That would be the green, the lines coloured green, 

2. That is, pay their expenses without even taking 
into consideration feeder value to the rest of the system? 

A. Without teking into consideration feeder value to 
the rest of the system. Then the intermediate zone is the 
yellow. In the case of the yellow lines, they may be ssid 
to contribute something if you credit them with the feeder 
value; that is, they sre in an in-between stete. But of 


course you must be cautious when you meke such an analysis, 


shes fo ses 


Lage “N 


a a Rare me 


4 - 


) oinee 4 rae “4 es 


RND 


-20101- Mr, Fairweather 


because when you credit feeder value to one line you must 
necessarily take eway a corresponding amount of traffic 
from some other line, end this classification therefore 
can only be looked upon as a criterion of the relative 
Standing of lines; thst is all it can be, 

COMMISSIONER INNIS: Q. How do you explain the 
green streak between Cochrane and Nekina ? 

A. Between Cochrane and Nakina? Well, that has s 
traffic density of 1,915. The resson for that, as I recall 
it; is, there are very heavy pulpwood operations in that 
erea, and that is why that traffic has the density it hes, 

Q. I assume it is the Canadien Northern -- it is not 
Shown -- that takes off the traffic, is it, or the Ontario 
Northern? 

A. Well, thet traffic would be moving -- yes, it 
might be moving down -- now, let me see: I think there is 
a pulp mill in there, isn't there? There igs a9 pulp mill 
in that piece, 

@. Two of them, 

MR O'DONNELL: The Abitibi, isn't it? 

THE WITNESS: At Kapuskasing there is, I think, 
one of the largest pulp end paper mills 4n the world, snd 
it is for that reason that we get the condition indicated, 

MR O'DONNELL: Q. It is the Sub-marginsal group, is 
it not, that consist of the thin traffic lines? 

A. Well, the sub-marginal group is definitely the red 
group on this chart, sand they consist of lines which, even 
when you give feeder value to them, do not earn enough to 
justify themselves as 3 reilway venture. Thset does not mean 
thet they are not valueble in the national interest, but it 
certainly means that earnings must be found somewhere else 
On the system to pay the losses incurred in these perticular 


lines; end the ability of the railway system to continue to 
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Supply service in such cases is conditioned to its over-all 
net revenues secured from the other more favourable lines, 
in other words to its over-sll traffic density. And that 
brings me back to whst I heve ssid previously sbout the 
Canadian National: Being a line of relatively low-traffic 
density, it finds the burden of the sub-merginsl lines 
greater then would otherwise be the csse. As revenues 
decline, as they do in business cycles snd under the 

effect of highway competition, there is a tendency on the 
part of management to scrutinize these thin troeffic lines, 
end if the traffic seems to be too far out of line with the 
expenses en application may be made to sbandon service, 
with the objective of improving the system net, 

THE CHAIRMAN: Q. ‘n epplication to whom? 

A. It would be to the woard of Transport Commisioners. 
Almost invariably hardship to the communities affected 
must be anticipated, and it then becomes the duty of the 
Board of Transport Commissioners to judge whether the 
improvement in railway net revenues which would result from 
abandonment is sufficient to justify the loss of railway 
service to the communities affected. I might add that 
this general proplem of thin treffic lines is aggravated 
by highway competition. With highway competition it be- 
comes increasingly difficult for the system to continue 
the operation of these thin traffic lines, due not alone to 
the direct highway competition in the territory served but 
also the general effect of highway competition in reducing 
railway net revenue. 

THE CHAIRMAN: Mr. O'Donnell, I think we dealt 
before the edjournment in March sometime with this question 
of abandonment and what hed been the result of spplicsetions 
for abandonment to the Boerd. 


MR O'DONNELL: That is right, my lord. 
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THE CHAIRMAN: We deslt with that. 

MR O'DONNELL: Yes, we did. My memory is that 
we had a statement in there of the number of applications 
which hed been made over 3 period of years and the dis- 
position which had been mede of them. 

THE CHAIRMAN: Either we had the Statement or it 
wes egreed that we should have one; I 8m not sure which, 

MR O'DONNELL: Thot is my memory offhand, my 
ford. iI think that is the fact. TI do not intend to 
pursue it. 

THE CHAIRMAN: I know, but the matter is going 
to be reported in enother phase of our inquiry. I suppose, 
Mr. Covert, you could tell us ebout thet. 

MR COVERT: My recollection, sir, is that it was 
discussed, but I do not think it has been put in yet. 

MR O'DONNELL: I may be in error there. I remem- 
ber it was discussed == at least, that is my memory, snyway. 
However, that could be procured if the Commission were 
interested in it. I would assume thet most of the judgments 


ere reported. 


(Page 20108 follows) 
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THE CHAIRMAN: Well, Mr. Covert has a note of 
it now. 

MR. O'DONNELL: Then, Mr, Fairweather, the next 
thing I would like to direct your attention to, if the 
Commission has no further interest in these maps, is 
the matter of agreed charges, Agreed charges have been 
discussed many times, actually, and I do not intend to 
take any time. 

THE CHAIRMAN: Have you the chapter on them? 

MR. O'DONNELL; Yes, and I intend to direct your 
lordship's attention to the chapter in the brief, 

171 to 181, and I was Simply going to ask Mr. Fairweather 
to say that he is the officer of the Canadian 

National Railways who has had to deal with this parti- 
cular section, and that the views of the Canadian National 
concerning this matter are set out there in some detail. 

I understand, Mr. Fiirweather, that you attach 
Some very particular importance to the matter of agreed 
charges and that your company's views are set out in the 
pages that I have referred to --- pages 171 to 181? 

A. Yes, that is correct. The agreed charge ba ee 
my judgment, a most highly important aspect of the com- 
plex problem created by highway comptition, and it is 
about the only means that the railway has of effectively 
meeting the competition afforded by the motor vehicle, 
The justification of the agreed charge must necessarily 
be a matter of broad national interest, and it is not 
because it is of advantage to the railway that it ig being 
urged -- it is because the agreed charge is of advantage 
to shippers generally and particularly to those shippers 
vho most need railway service because they have not anything 
ase available, these people out on development branch lines 


; who must depend upon the railway for their service and who, 


i. hiv soa «a .wom.F2 


< * arts > ici? } ra a] es iret 
¢ ; - - s . + oe - s 
cut lsoneaek.t ¢ Tet agees tle Oe OM . 
i .o 4 + 
x “a . The) 
} y A, SS aS yuote povedtik We = Ol comp F GAhas 
Py Re bi) Es hy rr ag u 
h.. r = ae 5 ¥ 4g re 2 te SoRSS 
A Oee & Belle <hR Pa Pee we yyjae. % 
* 7 «a oe +e 
bye po ant? RE iy ta ot tn OE = 22 2S SA 
Pn UR & A H “o> Pr, a 
he ‘ gaet 
é 
' 
cae 3 aie 
iad ; are TS ee PRIS syuVoln Ash 
, 18 Tada | rit “erat ps eS x 


cated ¥ . adh Ss ie nee 
» ‘ a =. s “# 4 el ory 2) SS F- ek cit, Gee 
years ls AF Bc: OF 2 a ie a sais b Chiesa, ae wy Se PP Ae or Pais 


on Se? cathy Laekoosr es eee qiheétonsg. ste deta 0 
. < yes Ns, ‘ “J + Faas Par ~e 4 ; 


* - fis we 3 
ABA ea ee 


es , Ae 
“5 = it re : ti ye 
3 . e a 1 tn og é v * Pao Reer é ; 
é ieeet 2 ee fs am : ; 


ty 
. 
3 
-_ 
‘ 
“* 
ine 
i 
a 
oe 
Pie 
- 
ee 
eg 
- 8 
a 
“3 
— 
oY 
rt 
u 
wens 
. 
- 
on 
ms 


oe A he all 
Para) a an rk 2 se + He v5 wa : 
5 By Be afi “4 bi a foe LE SC ¥ if IOs 6 tae & 
amy & he ee ‘ i oO i i 
SD 0 pe oi eBacotee es when ace Paes | 
vb Ahead oA 7550. 3% 
yepc Pa) af Fang? 
3 7 - 4 “t sie rene wapis : woes 
Phone 1o. ERGwSs. ig St rh ta 
"hep te . . ve 2 . ae wm 
be Mess a | oS 3 ee tj ze rely bi? Rs, Wore 
seg SAHE I. SAA? TON MSS See ee 


. Pi " 
i ta tiie) Cae eek + Ses 
bet ay Cher 7 soar a aera (iy, a Step ee ed ae ; 
hi aed rrp fom ee mamiods 
pad ees Fa Ae Le Try 


rs ag ot zea seed ss 
eye r i® Se sor 8 gPEee c ey “sy ei ta vy : : 105.5 3) =e: So 
a He aS ast Dae oe ee FoF Ai eae s 
« Ws *% 
. : lpyae - her PEERS r 
ave ules ei Wat os py Th se PET es 


SOR AS ASR. £4 : 
a bal a “oy ya ra - ais os 
os bie. uo So hae OR Ege ee eons 
Ce mn” 3 wae 


: ” . ti fo F + sf Eitery 
peage oN ~omie pol deagties Laas » gah ome 
LA a, ff we my 4.3 oh ¥ 3 iva 4 - ee i hoe 
ne 
“ge ~ oe ohare } z 
‘ i F, , ‘ -_ - Tt St ae Sos & Gre Fo we Bee 
Be TCO. a NESTE > Jensen oe f 


4 , “a — a ee < 
geo it Oe By | 2G PAE ee Reise se Lt 3 


* 
jus sfvoswoceensl eshte Teor a 
haps amy 1S © a oe 


tal ogni atts e035 hd Lemmy Soe mt So a 


tie iii» @  €@ beeen ote a , & f ] 


- 20109 - Mr. Fairweather 


in the past, have been afforded service at less than 
cost because that cost was assessed against other traffic. 
In so assessing, a condition was produced 
where the traffic became vulnerable to highway traffic 
operators and, notwithstanding the fact that the railway 
is only about one-third as expensive a medium of trans - 
portation as the highway carrier, nevertheless, the shigh- 
vay carrier comes in and he roads the traffic. Now, when 
that happens, it throws a burden upon the whole railway 
transportation of the country, and that burden tends to 
fall upon the chap who really needs the railway service, 
THE CHAIRMAN: You say at page 175 your agreed 
charge S$ now about $5,000,000 per annum? 
THE WITNESS: Yes. 
THE CHAIRMAN: Q. Now, can you tell us what 
would have occurred lf you had not had these agreed 


charges in operation?, 


A. Well, the chances are we would not have had the 
traffic. 
Q. That would be $5,000,000 less? 


A. Yes, but the agreed charge principle which was 
introduced hto the Canadian rate structure Was copied 


from English procedure. 

ae I noticed that. 

A. But it has been applied in Canada with more com- 
bersome machinery and the railway finds it a very in- 
effective medium, 

Q@. You mean to say that the British system is less 
cumbersome -- they have more facilities for making these 
charges? 

A. Yes, the British system is much less cumbersome 
than the Canadian. 

Q. Pardon me, that raises a question. I do not 


| know anything about it yet. In Great Britain, of course, 
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they have government Ownership of railways. Have they 
any Board that has to be applied to or that might be 
applied to in these questions of agreed charges? 

A. Oh, yes. there is a Board Similar in a good many 
respects to the Board of Transport Commissioners, but, 
broadly speaking, the maindistinction is this, that in 
England, if somebody thinks that he is injured by an agreed 
charge, he can go to the Board and if he can make a 
case, he can get an agreed charge applied to himself, but 
he cannot prevent the original agreed charge being applied. 
That is a matter very similar to a competitive rate. 

Q@. He cannot prevent the agreed charge between the 
original parties? 

A. No. 

Q. But he can apply to come in under it himself? 

A. Yes, to get a similar one if he can show cause 
that he should. 

MR. O'DONNELL: Something like the fixed charge 
that we have in our rate structure? 

THE WITNESS: Yes, 

THE CHARMAN: Something like what? 

MR. O'DONNELL: The fixed charge that is pro- 
vided for in Section 35 of the Transport Act, 2 George 
VI, Chapter 53, We have discussed that several times. 

THE CHAIRMAN: What about the United States? 

THE WITNESS: There is no such legislation in 
the United States. In fact, I do not know of any place 
in the world except the English experiment. 

Q. When did the English experiment begin? 

A. Well, it began in exactly the same way -- 

Q@. I said when? 

A. Oh, it began, I think, about 1933. We sent a 
man over to the Old Country, and looked into it, and 


thought it was a good idea, and it was introduced 
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into Canada, but it was handicapped in Canada at hearings 
before the Board so that any person objecting to an 
agreed charge could go and be heard before the agreed 
Charge was put in, and it makes it a very inflexible tool, 
An agreed charge fundamentally is nothing but a special 
form of competitive rate, and that is the way it should be 
treated, It obviously needs some reasonable and rational 
control, but the present basis is quite cumbersome, and 
what is proposed by the Canadian National is simply to 
make the agreed charge more workable. 
Q. Are you proposing a system similar to the British 
one? 
A. Very much. 
Q. Mr. O'Donnell, you referred just now, or used the 
language, rather, of "fixeq charges", Sectig, 35? 
MR. O'DONNELL: Yes. 

THE CHAIRMAN: What did you have in mind there? 

MR. O'DONNELL: That anyone who is not entitled 
to, or did not come into the agreed charge, may obtain a 
fixed charge if he be prejudiced and can show that he is 
under the same sort of conditions. 

Well now, your reasons are set out in some detail, 
as I said, in the brief, and the amendment which was proposed 
appears at pages 180 and 181 and since the brief was 
orepared, I believe that there were two slight changes in 
the amendment as proposed, and that an amendment has now 
been substituted for that. The changes are to the effect 
that any part of the goods of a shipper may be covered by 
an agreed charge and that a competing carrier might 
participate inthe negotiations and have the right to join 
in making the agreed charge and with the procedure for 
the filing with the Board of the agreed charge, and of 
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are slightly different from paragraph 2 of the amendment 
as set out at page 180 of the brief? 

A. Yes, that is all that is involved in the proposed 
Suggested change. 

Q. And copies of the amendment have been filed with 
the Board. 

THE CHAIRMAN: You mean copies of this proposal? 

MR. O'DONNELL: Yes, my lord, they have been filed 
with the Board. 

THE WITNESS: They do not change in substance 
what is proposed; what we aim at is a flexible method of 
dealing with the constantly changing pattern of competition 
and doing it on a basis where we will get the traffic with 
assurance, 

THE CHAIRMAN: Mr. O'Donnell, has the Board com- 
mented at all upon these proposed amendments that you have 
handed to them? 

MR. O'DONNELL: You mean the Board of Transport 
Commissioners? 

THE CHAIRMAN: Did not you say you filed them 
with the Board? 

MR. O'DONNELL: I meant the Commission, We filed 
them with the Commission some days ago. That is all I have 
to ask Mr. Fairweather. 

THE CHAIRMAN: Anybody else wish to ask Mr, 
Fairweather any questions? 

EXAMINATION BY MR. COVERT: 

Q. Mr. Fairweather, I wanted to take up with you 
just for a moment the question of the growth of population 
of the country and its effect on the railways. Now, 

I think you were discussing the matter this morning and 


you referred to figures which you had in 1928 and 1948, 
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I think, 9.41 per cent, you said, and 6.8 per cent. 
I was not quite sure just what those figures were. Could 
you tell me that again? 

A. Those figures relate to the fraction which the 
railway industry in Canada was of the gross national pro- 
duct of Canada and it was, therefore, sort of an index of 
the relationship of the industry to the whole economy and 
the important part was that it had show a decline. That 
decline was not something that pops up Suddenly; it has 
been manifest ever since, I would say, about 1930. 

Q. Did you in the process, prepare figures for all 
the intervening years? 

A. Oh, I have at various times made that study and 
I say that it shows a declining characteristic. 

Q. I wonder if they are readily available if you 
could file that with us because, taking two years, 1928 and 
1948, might not be as indicative as they should be of 


just what the true situation is? 


A. I do not know. I rather think they are fairly 
indicative. 1928 was a boom year and 1948 was pretty 
well a boom year and there you have the comparison. How- 


ever, if you will give me time to compile the figures, I 
would be very happy to compile them but you will find 
they show a declining characteristic. 

Or Now, for instance, in 1948 I wanted to check 
with you if that took into account the effect of the 
changing rates? 

Be Yes, I adjusted that. 

Q. And then in 1928 whether there was or not a 


Similar situation? 


ee There was no similar situation in 1928, 
Q. Then, I think the war years may be very inter- 
esting? 
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R. Well, they might be interesting but I do not know 
what they would indicate except what happens in a war. 

Q. Now, when you say that, Mr, Fairweather, these 
are using dollar figures, aren't they? 

A. Yes, those are dollar figures. 

Q And in the war years do you say that the tonnage 
carried by the railways was much greater than, say, in 
1949? 

A. Yes, it was some greater than 1948 during the 
peak of the war but, of course, there are many other things 
that take place during a war. For instance, in the last 
war you simply had to concentrate your transpertation on 
the most efficient medium, Therefore, by controls you 
prohibited the haulage of goods on the railway and by 
so doing you increased traffic on the railways. Youvdid 
it because you could not afford the man-power and the 
material to be wasted by hanuling it on the highways but 
as soon as the war ended, that condition ended. Moreover, 
the war called for a very great simplification of our 
industrial pattern. We had a few simple objectives. 

They laoked complex enough in carrying out the war but as 
compared with the peacetime economy, they were much 
Simpler and the result was that railway activities in the 
war area thing quite apart; they did not stand in 
relationship to peacetime operation at all and any attempt 
to compare those peacétime and wartime operations of the 
railways are like comparing chalk and cheese. 

Q. Would you say that traffic density would be 
entirely different during the war? 

A. As I said, one effect of the war was, fora 
temporary periad, to permit the Canadian National traffic 
density to rise to that of the Canadian Pacific but that 


was an ephemeral condition. 
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Q. Do you say that the traffic density decrease 
for the railways generally during the war differed 


more than during peacetime? 


A. Oh, yes, every modern war has shown that. 
Q. At the same time, when you were discussing this 
you also used some figures about the volume -- I believe 


it was the volume of goods carried by the railways as 
compared with the trucks and the percentage or perhaps you 
used the term percentage of transportation by railways and 
by trucks and the returns from the two. I think you said 
that although 90 some per cent of the goods were carried 


by railways, approximately 23 per cent of the revenues 


went to the trucks. Is that correct? 
A. Yes, -that is correct, 
Q Now, are those the same figures, Mr. Fainweather, 


that were given by the Railway Association in their Brief? 
A. I believe so, yes. 
Q. And there is not any additional information that 
you have where you got those figures than is contained 


in that brief? 


A. No, it is the best estimate we can make. 
Q. That is an estimate? 
ee Yes, it is an estimate. There are no statistics 


but I may say that their reasonableness has been tested by 
comparing them with the United States where there are 
statistics and I am reasonably certain that these 
Statistics are within shooting distance of the truth. 

Q. Then, on the question of the growth of population, 
Mr. Fairweather, I take it that you are not particularly 
optimistic that the increase in population is adding 
greatly to the improvement of the position of the rail- 
roads? 


A. I think it does add very materially to the 
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position of the railways but there are other adverse 


factors. It is one of the positive factors. 

Q. But the negative factors outweigh the positive 
factors? 

A. Well, Iidid net say that: 


Q. Well, I am asking you? 

A. T would not say that. I certainly am of the 
opinion that railways will continue to be the backbone of 
our land transportation and must always be so. They are 
the cheapest medium of land transportation. The railways 
are going through a difficult period at the present time. 
Part of that difficulty arises from uneconomic competition. 

Q. On that point, do you think that right now that 
what you refer to as “uneconomic competition" refers to 
the trucking only? 

fxs Yes, partiy. There is also uneconomic water 
competition too. 

Q. You say that this uneconomic competition, that 


that is the main problem, do you? 


ea That is one of the main problems. 
Q. And you think that to-day that is serious? 
A. I think it is very serious, I have estimated 


that if you had this thing under control so that uneconomic 
competition between railways and highways was eliminated, 
the net revenues to Canadian railways would be over 
$100 million greater than they are. That is how serious 
RtOaSs 
THE CHAIRMAN: Then, you are looking forward to 

having this uneconomic competition reduced? 

A. I would hope that some means would be found to 
do it but I will say this, sir, that no country in the 
world has come forward with a solution yet. It is about 


the toughest problem that faces the transportation world, 
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Well, has not that to do with your confidence 
in the transportation by railways in the future? 

A. Well, despite this what one might call canker 
you still have the broad economic condition that the only 
means of transport capable of moving the country's goods 
with enough left over to induce production is the railway. 
The basic commodities of this country, the coal and the 
iron and the iron ore and the ore concentrates and the 
pulpwood and everything of that nature will have to move 
by railway because the cost of moving it by rail is so 
much less than the cost of moving it any other way but 
that is not the entire problem by any manner of means. 
The problem of supplying railway transportation so that 
you will maximize development in your country is a very 
great problem indeed and in the past that problem was 
worked out by a discriminatory rate structure in which 
the higher rates were charged far beyond the cost of 
service and the prcfit ox it wos used to extend services 
to raw materials and to move the commodities that could 
not afford it. 

Now, the tsper that was in your rate structure 
was a double taper. One was a taper depending upon the 
value of the commodity moved and the other taper was one 
of the distance it moved and, broadly speaking, it worked 
out to afford some sort of an economic opportunity to 
people spread throughout the length and breadth of the 
country. Well, it is artificial in a sense. It can 
only work when you have, let us say, a functional 
monopoly. Your functional monopoly is shattered by 
highway competition and by shattering it destroys the 
railway's ability to obtain enough money from the higher 
valued commodities to extend to as great an extent as 


formerly or as great an extent as I feel it should be 


yaa ola SOA, oot Sores oO beaaaen Opes ody eGR EEG RR 


P 4 _ . ef . 4 
tet e * Pee } har F x : Oe oe ty Serer TO 
all <a wl i ee eS) ‘ , ow ’ ae . a ee see a on ch Po Cie aoe td i te 


. 
= 
tym 
oo 
- 
"os 
= 
w 
os 
rd 
i 


= 


jtoyhaag wonbn st, Oh eee. FGs BARRA PA Ry 


, ‘ ‘ ¥ ob » . er f 
—* at.) eo ‘ 5 ; eet. pa eS ee Y 2 Se lbele , he "ee Is Sau 
Ht Ona LO GoRES.) SAR TA at eR ee eee: Nee on Shen 
& ‘ + 
oy M Der x f: . ae. icy s ON. BOs... cas: 
~ fe FAAS Daye ob eet a re hag Se ye aey ti Re ee ea ey Gye Rees 
rine tre Fs ae bee “4 4 if a at a P<, sy, ae ay to Leon, 4) 4.5 Bd Vere Ate be uy e i... 
of a4 Pp: fe CPR? teres Fy Wie ee ala ee ae a See ee ey: pa || z 
' 
- 4 
~~ aes ms Ne ae ae ‘ << “4 ert UROSO ws Wt, SJ 
ine Eee G19 7s SRF Bes LP ah Bee Sage Meee ee ee eee gots meee : 
» i ‘ ' 
Pray Pe a * - } _ ee yrs +) ant < 2 ap Lies . 
, LGs Grand: O8 uf eet ing o~* Tea caiae sass pul “t le sak os 0 5 aad be “Ye Er es 
J 
: ° 
Ze oe ate eae o ree eee = A ray =. yee “ Be ee 
} Ra eh, EN okay Mee Pc eee ele eee ean. a a oi bwin oh 
’ } . at 
Seals, s we ~s es oh es . on ahs, Ee ye eee ee P . i 7. \ «a r 7 
srt 3 tka ee eS hi ew 2S OP Pe 2 Sy a be eae: Se ae Tein ame, ma 
< ’ 
é 4 . . + : te § nf A . ¢ rey 
eth te ins Me: : PRAM hey  aiaalio ok rat Te tol a, ee BOT op Mla Bee 
ee Rul Pace, a Ee ORR) a Biter pest ay Ones Snes SS Bone We os i 8 : 
} ‘ © * 4 } 
. ae Mt Py OPTS UPA Oe at Be ta hie seal cee ci at ing 
’ 
tiny fs 0 Sa) OP eek 4 ome Carag Fee Ee ia "SEER? . bef : * <i. ee bes me oe a 
CRUD Eee AVG, PSIG NNN WBS get ar cps Wey een poe is asap ae ne ee ps Be era 
z . 
si Bes Pan F is a | eo 
£0 OW cg as wh a. nd He : an ” ry a ars « Eds | Bs ee { 3 hy yh bs: 
+ oe oY tee te a ' ox. Je rf: s . ee f . 
: oe ec aye ELIS a Oy Ge wy ; a Guide an ren , *. a ahaa ce gee . ba ih ~ 4 ax i nt 
ee fe Pus: Se nieiiay of | ARE a ; Ba HEM i UF 
ae iP USSSA St a Ra SR, <META Oe ite Metetaees Poeqs pelea ara 
vee. Y 
7 weet 7 
¢ ra 
. * B + . ~ 7 ~ ; 
BADR ge eat. “OMS Cn SEP ses SESE ee See oes ; 
' . 
e Eee * ° 
' pizt > 2 ate ee Mi Sas! eRe Ee rk WB Saves SUA he labo > ay 
ahitt Teele Baek igre eee ot) Pee: Oa Caters Sart Mat aris 44 
Cp ey>, ”% ity Tox 4 re oh i Fa ge Me wa “ het f4 < ¥ 
Dene) CARES i ar 5S i Pia i HMR eae i Ware 
erecta ' at Piel swe > : n " vege A P by 4 > 
hesiicsw SY | ane lit BER ROM OREN AE Me SME Sa eee eee eat 
ny 61] wigs By Py ah y ad 5, F 4 A 2 a or . ne it 
aig) pr Sea ehe Ss PEM cea hei ghee? bil ; Pa, | et res : ead ah Bie Prot 4, 
aneea + Migher ok eek Vitesse ee he Gores) eee ee eee feo is iy S27 
aS yn OPS Ra ese PR SD a TERE Le? ee, MT ee 
2 *) “ i; Pe fat Te 
ORB on TPAD ASE 
- pete we ty 
VERE EG Be 


- 20118 - Mr. Fairweather 


done, cheap transportation to the development people. 

I am Chief of Development of the Canadian 
National Railways, and, as Such, I have a very lively 
appreciation of the importance of freight rates to people 
who are developing this country -- a very lively appre- 
elation of it, and when I see $100 million a year 
diverted from railway net with no advantage to the 
economy of the country, I naturally am very much concerned 
as a development person. 

Q. Now, we have heard before, of course, a great 
deal about why it is considered from the point of view of 
the railways that the truck competition is uneconomic 
but I think you mentioned a while ago the water com- 
petition as also being uneconomic? 

A. At times, sir, yes. 

Q. How do you explain that? 

A. Well, I think that, for instance, carriers on 
the St. Lawrence waterways, do not pay one cent for the 
use of water and in the same way coastal vessels pay 
nothing whatever or, at least, very little for the use of 
facilities and aids to navigation and all that sort of 
business. I would not say that the erosion of railway 
net by water competition is a serious thing at all; I do 
not think it is because actually water competition is mostly 
limited to those commodities that move in bulk and the 
water shipper, broadly speaking, is sharing with the 
railways the job of moving the basic commodities of the 
country at extremely low prices. 

There is some competition that, in my opinion, 
is uneconomic but I do not think it is serious. The 
really serious nub of the thing is the uneconomical 
highway competition. 

COMMISSIONER INNIS: You do not think trucks 


would be justified in referring to the railways as 
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uneconomical? 

A. I would challenge that and I would debate it 
before any body. I know what I am talking about when 
we move goods at an out-of-pocket cost of less than one 
cent per ton mile, I defy any truck concern to handle 
goods at a cost out-of-pocket of lower than three cents 
per ton mile. 

MR, COVERT: You say that is a fair comparison 
-- the half cent is an average for all your traffic? 

Ses I do not understand your question. 

Q. Did not you say a half a cent per ton mile? 

A, No, I said less than a cent. 

Q. Would you say that is the average for the whole? 

A. I would say that is a representative average 
out-of-pocket cost. Now, you take heavy loading 
commodities like iron ore or c»xal moving in favourable 
conditions on trainload lots our out-of-pocket costs 
might be lower, In other cases it might be higher but 
that is a fair average. 

THE CHAIRMAN: I understand on account of the 
shortage of reporters you wish to adjourn? 
MR. COVERT: Yes, I think we will adjor 


adjourn now, sir. 
---Recess. 


MR. COVERT: Mr, Fairweather, the railways 
do on some traffic receive much more than three cents 
per gross ton mile for hauling traffic? 
hi. Oh, yes, that 1s the very problem. You see, 
this juicy traffic is the stuff the trucker goes after and 
let us say his out-of-pocket operating cost is three 
cents per ton mile as he counts it. His true cost is 


probably around five and the cost to the country 
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including the upkeep of the highway would probably be 
elght cents per ton mile and the railway, let us say, has 
a rate of 10 cents or 12 cents a mile on that particular 
high valued traffic. You do not need to go very far 

to see what happens. 

Q. In connection with that growth of the population, 
do you say that the growth is increasing largely in 
areas where there is apt to be this truck competition? 

A. Te, wl dor, The characteristic of the Canadian 
economy is this, that we are practising an industrial 
and an extractive economy. We are mechanizing our 
extractive economy and the result is that one man 
located out in the development area is doing the effective 
work that perhaps five or six men were required fer when, 
Say, you and I were boys. 

Now, the result has been that there has been a 
trend toward urbanization anu the cities of Canada are 
growing in population. The extensive extractive indus- 
tries are not supporting directly the large population 
and it is in the industrialized and urbanized sections 
of the country that the highway operator is keen. You 
do not find these highway operators terribly concerned 
in going after this traffic of a development nature, 

They leave that to the railways. 

Os Now, I think you also said, Mr. Fairweather, 
that this problem had not been solved anywhere satis- 
factorily? 

Aw Yes; I said that. 

Q. And I suppose that in Canada, the solution is 
perhaps more difficult than in other places? 

A. No, I would not say it was more difficult than 
in other places but it is certainly difficult. Etnies 


difficult in Canada because you have a highway under ten 
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jurisdictions and the federal authority has not seen fit 
to regulate interprovincial highway transport and my 
department is charged with the legislative and regulative 
aspects of highway competition as against the railway and 
we have made appearances before these provincial bodies. 
They will give you a Sympathetic hearing but they will 
not base their decisions upon national public convenience 
and necessity. They look upon it from the provincial 
point of view and when you argue with them on the 
principles that I have touched on here, you get nowhere 
as you would expect. But I do want to say this, that 
restrictive legislation or restrictive regulation is not 
the answer to this problem; that has been tried many 
places and has failed. 

THE CHAIRMAN: What do you mean by "many 
places" -- other countries? 

we Other countries, si:+, and neither have I too 
great faith in a type of regulation which attempts to 
put the highway operator under precisely the same form of 
regulation as the railway. The two types of transport 
are fundamentally different -- one is by the very nature 
of its operation a functional monopoly and the other 
partakes of an open-ended economy. Anybody can get into 
trucking who has the first payment to put up on a motor 
truck and that has to be realized. 

Q. Well, what is your suggestion? 

A Well, one suggestion is that this agreed charge 
be made effective and flexible so that it can be used. 
That is a practical suggestion. For the rest, I think 
it is a problem which requires very careful study. I 
think that certainly the jurisdiction cf federal and 
provincial government in highways and rail transportation 


and the economic effect of the present set-up needs to 
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be very carefully examined and I would hope that out of 
it would come some recommendation that would allow the 
two services to be co-ordinated because I know perfectly 
well there are lots of opportunities where trucking can 
co-ordinate with railway services to produce a better 
Joint service than railway by itself or the highway by 
itself. 
We have, for instance, an example down in 
Prince Edward Island. We made a thorough study of the 
Situation in Prince Edward Island and decided down there 
that a si nagiseeehed service would be better than the 
service that they have to-day and we have made repre- 
sentations to Prince Edward Island relating to the 
establishment of a co-ordinated highway and railway 
operation and we are awaiting word from the province as 
to whether they will give us the required licences. 
Q Then, you referred to places where restriction 
has been tried but has failed? 
A. Yes. 
Q. Can you tell us anything about that? 
A. Well, just about every possible form of regula- 
tion has been tried at one time or another. 
Q. You mean in the United States? 
A. In the United States, over in Europe and they 
are Still being tried -- in Australia, New Zealand, 
in Ireland, Great Britain, France, Germany -- 
almost every country that is faced with this problem 
has at some time or another tried to resolve the problem 
and I have never yet seen a solution. 
Q. You see, some of those countries you mention 
are not handicapped in the way we are here; they have 


only the one parliament and one government and they have 
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control over all transportation and still they have not 
come to any solution? 

A. Yes, ZT tadmtt-that. It is a baffling sort of 
problem but that it is a problem cannot be denied and I 
would think that like any other problem, the element of 
solving it is to study it and Study it in detail and study 
it whole-heartedly and with a desire to really get at the 
facts and to leave prejudice out of it as far as it is 
humanly possible to do and to see then where it is 
possible to work out some form of control and still allow 
both highway and railway performance to operate within 
a natural field of economy so that they would add by 
their joint service to the public good. 

Q. But you yourself have not so far been able to 
work out any scheme? 

A. Well, I have speculated on it a good deal. - 
have some personal views but I do not know that I would 
want to weary the Commission with my personal views. 

Q. Bearing in mind that we are in Canada, where 
as you say, we have so many jurisdictions over transporta- 
tion? 

A. It makes it difficult in Canada, I quite admit, 
but the fact that the problem is a difficult one to my 
way of thinking only makes it the more important that it 
be studied. 

MR. COVERT: Mr. Fairweather, I Suppose the 
problem would be more acute in a country like England 
where you have shorter hauls for most traffic -- it would 
be even more acute there? 

A. It is acute in England and it is acute in the 
United States and it will grow acute in Canada to the 
extent that highways are extended and more trucks are 


made available. One of the things you must keep in 
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mind is this, that this artificial Opportunity that I 
keep referring te is related to the discrimination that 
is in the rate structure. Now, that discrimination is 
greater in Canada than it is in England because we have 
longer hauls, if you get my point. 

THE CHAIRMAN: You use the word "discrimination", 


do you? 
he, I use the word "discrimination" in its diction- 
ary sense, Certainly the railway rate discriminates 


between one shipper and another based on the value of 
his commodity and if that were all there were to it, it 
might be unjust but what makes it Just and in the public 
interest is that the railway takes the surplus earned 
from the high valued commodities and used it to support 
the movement of the low valued commodities or at least 
that is what happened in the past. The real highway 
problem is not that the railways are losing that revenue; 
it is that the railways are losing their ability to main- 
tain that rate structure which is so essential to our 
development. That is the real problem, It is a 
national problem and not a railway problem, Et ita 
with the solution of that problem that I, as a 
development officer, am generally concerned. 

COMMISSIONER INNIS: Do you favour government 
Subsidies to support that? 

A. Well, I do not like the idea of subsidies as 
such and yet anybody who studies the rate structure of 
the railway from a development angle must realize that it 
is in fact a complicated Subsidizing scheme anyway. You 
Subsidize the basic producer by allowing an excess charged 
on somebody else. Therefore, you have in fact delegated 
to the railway taxation powers and subsidizing powers 


and it is a complicated economic picture, 


~~. 
» 


\. vs mon its \ ae 


© 2ta?. ya oe ' pas 1s Ae ‘abode wilt ¥en9 he ‘ oe 
tsid e@itesietvonis off oF podhdors ot Ww beeen 4 = 7” 
at aotduitmbaoe,s tads ,wot |» seed inte en ene at sh Bi hi 


syed ow sowsaud Sanigeh st at.g? aady shamey Be AOPEOTR 
tatoa ay toe go TR yadwes Home 
6° frow odf eau vey Qe tat ges 4 


is wd ae 


fd ss : 19 * 


pagal saved 


‘tend JcodgHie -37 Lbagdue 
; ee 


i$. oth don Ob db .LISN vA 


ae 
- 
a 
bie 
“ate 
a 
* 
mn 
. 
. 
: 
* 
= 


re . av -aore -foaus 
aay ef: es Abe petth * on" “Yi stays # zi Beles rere. s 
Lae 
4} gett os tioconr Desa foes i agent syoh- 6 were : Au we] heir i 
; ; g it + o 
ne WEvres stense athetbrecs Date Lf cum fh bos 3 nit of 


tPearado woogxo as smiveliic yd tee otped off astbbedus 


er 


dois . 3 pets "4 es) oe ef RAY » set oes FY y gil a yer. ybodseon sf 


jm ay PRS Se 1A IV en 


wavy - ~S mist yeaogn ‘bare aay Oot nokiunst- prwbben 4 ond. ot. : 


ath mans oe 
$ i , 6 = ae 4 ut § 2 


eQuitely ahyQdad> ede 


- 20125 - Mr. Fairweather 


Now, if the scheme departs from that pattern, 
rather than seeing the development stymied and failing any 
other solution, I would seriously consider subsidies because 
I think the development of these marginal producers is the 
Whole foundation of our basic development in Canada. z 
have flown all over our pioneer fringes. I have travelled 
by rail and car and by foot and everywhere I go I find the 
Same story, that it is transportation at the primary pro- 
ducer that is the controlling factor in development and 
it is because of this hampering influence, let us say, 
which is the main factor of highway competition that I 
am so concerned. 

THE CHAIRMAN: Tell me this -- suppose you had 
the unfortunate position where you had to say: "Well, 
nothing can be done about it," then what would be the 
result on the railways? 

A. Well, I think, as I said before, sir, when you 
get right down to bedrock, the railways must remain the 
backbone of the transportation system of the country but 
you can either have a railway system that is performing a 
maximum function or you can have one that is performing a 
function after a sort and that is the picture that I would 
envisage if you could not do anything with highway 
transportation. 

What would happen, as I see it, is this -- there 
would be a tendency to withdraw service from these 
development lines. There would be a tendency to 
look very much askance at any extension of development 
lines because the railway industry would be, so to speak, 
in the poor house and you would, therefore, find somewhat 
of a check placed upon the development of the country. 

The transfer of those marginal producers to 
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valued commodities may very well have the effect of 
driving them out of production. 

Q. Their rates would have to go up? 

A. Yes, and if they go up it foreshortens their 
field of profit and if it foreshortens their field of 
profit there are going to be fewer of them producing 
fewer things and we are going to see a less extensive 
development. 

Now, I said that rather than face that as an 
ultimate picture and failing any other picture, I would 
think that some form of subsidy would be considered but 


that is my personal opinion. 
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THE CHAIRMAN: @. You meen subsidy to the rsil- 
weys? 

A. It would necesserily heve to be to the railways, 
because they are performing the service. They cannot 
collect the rate end maintain production. 

MR COVERT: Q. Now, Mr. Fairweather, has your 
experience shown how 2 competition is much more severe in 
its effect on the railways during the depression than 
during e period of good times? 

A. Oh, thet: is 2 very complex question. It has both 
its plus and minus sides. During a depression, of course, 
you will get the chiseller who will break wage agreements 
and hire men for next to nothing and the men will work for 
it. That is on the positive side, let us say. On the 
other side of the thing is that during 2 depression a 
trucker finds it himself very difficult to get credit to 
expend his operations, so just wheat comes out of it in thc 
end I would not know. There ere both plus end minus 
factors. I know that we hove found that highwey competi tdon 
has been en increasing factor from its very inception 
through good times and bad, except during the period of the 
wer, when the state stepped in and said, "Because we cannot 
efford the gesoline, we cannot afford the menpower, we 
cannot afford the tires, you cannot get these things," and 
they shut off the access to Supplies, end by that means the 
amount of highway treffic dropped to insignificant quantities. 
But bearing such action ss thet, the erosion of highway 
treffic, erosion by highway operetors of railway traffic, 
has been an increasing fector through good times and bad, and, 
eS I said before, the end is not yet. 

Q. Now, I think you ssid thet restrictive legisletion 


wss not the answer, and I just went to be sure that I under- 
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Stand what you mean by restrictive legislation. You mean--- 
THE CHAIRMAN: Perdon me. It was o factor 

during the period when the restrictions would not ellow 

the truckers to get whet they needed, 
MR COVERT: Yes. 
THE CHAIRMAN: Q. That was 2 factor, wasn't it? 

A. That wes a factor, sir, but I do not think it 
would be feasible in peacetime, not in 9 democratic country, 

MR COVERT: Q. By restrictive legislation you 
meen legislation that prohibits trucks or competitive forms 
of trensport from operating beyond a certain area -- things 
like thet; is that whet you meen? 

A, Thet is what I mean. I think thet whatever is 
worked out should sllow at least the appearance of a free 
market, where e person con operate his truck in competition 
with the railway and e Shipper cen choose his service as he 
pleases; pute 2 think, if I may Sey so, thet every rate, 
every railway rate in Canada, ir inter-related, and the 
real difficulty we ere faced with is that shippers and the 
public generally do not reslize thet. They do not realize 
that a rate on pulpwood moving from a forest ores to 2 pulp 
mill is actuelly related to a rate on the movement of an 
automobile from Say Oshawe to Montresl, and yet there is a 
relationship between the two rates... Now, 26 1s tHe picking 
end choosing by Shippers -- where they Fick from these 
highly related rates, they only pick the rates that suit 
their particulser Field, and in doing so they prectise dis- 
criminetion egainst the rete which Should be available to the 
primary producer, We Simply cannot have our cake ond eat it 
too, and thet is the fFundementel situetion as I see LG, cat 
we think we can, I certainly do not blame 2 shipper when he 
has an Opportunity of shipping his goods by truck say sat 


cheaper than the rail rate, I do not blame him for Shipping, 
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but it should be worked out in some sort of manner thet he 
should not have that opportunity. 

THE CHAIRMAN: I understend we heave to pause 
again, on account of the stenographic situostion. 

MR COVERT: Yes, that is right, for about five 


minutes, Mr. Chairmen, 


—— ee ee ee ee 


MR COVERT: Q. Mr. Fairweether, I wanted to take 
up with you just for 2 moment this exhibit thot deslt with 
development brench lines; it is Exhibit 269. I wanted 
first to ask you if you draw any distinction between 
development branch lines and other branch lines? 

A. No, no prectical distinction -- not in these days, 
anyway. 

Q. Then on Exhibit 269 there was e line, I think it 
is between Henna -- you see your numbers, 42 end 44 -- from 
Henna to Hemaruka? 

THE CHAIRMAN: Whet province is that in? 

MR COVERT: Theat is in Alberta, Mr. Chairman. 

Q@. It is number 42, is it? 

A. ‘Wess. 

MR O'DONNELL: 44, isn't it? 

THE WITNESS: Hemaruksa to Scape, thot is 44; and 
42 is Bulwork-Airwoys. 

MR COVERT: Q. You see the one I want? 

A. You went 43, I think. 43 is Loverna to Hemeruka, 
in here. 

Q. That is the broken one? 

Ay: > SEG. 

Q. That is number 43, is it? 
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Q. I just wanted to meke sure thet I had 2 complete 
list of the broken line ones, which sre not fully com- 
pleted for operation. 

A. Well, they ere 311 shown on the map. 

Q. I just wented to make sure that I hed the right 
numbers, 

A. I think there are five of them sltogether. 

Q. One is Sunny Broe, and the next one is 28, that 
is Neidpeth and Swift Current, and then 38 is St .Walberg--- 

A, 38, St.Welberg-Bonnyville. 

Q. 42, Bulwerk-Airways? 

Awl) Seas 
Q. And 44? 
A. 44, Hemeruka-Scapa. 

THE CHAIRMAN: That is the one we just looked oat. 
MR COVERT: Q. That is 44 rather than 43, is it? 

A. Yes, 44, It is the line from Scape, you see, over 
to Hemeruke. 

Q. And part of it is compieted? 

» Yes, sure, 
. From Scapa to Henna? 
Lees 


Those are the only five where they ere uncompleted? 


kD Ep oe ott 


Yes, of the brench lines that were initisted after 
1923. 
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Q. The next point I want to take up with you is, 
you mentioned this morning substantial expenditures that 
have to be made in Newfoundland for new terminals and 
new ships, and so on? 

Aor Yes’ 

Q. And I think you also said that all of the rail 
would have to be replaced? 

A. I said yes, in about ten years. 

Q. I suppose you will be giving consideration, if 
you have to replace all the rail, or the Canadian National 
will be giving consideration as to whether or not there 
will be a change from the narrow gauge to the ordinary 
gauge? 

A. You mean the standard gauge? 

Q. Yes, the standard gauge. 

A. It is my opinion that the narrow gauge is suited 
to the operations in Newfoundland. If we tried to apply 
the standard gauge to Newfoundland we would find ourselves 
with very very heavy expenditures. I think it would 
probably run to - - I made an estimate at one time, and 
I think it was somewhere in the neighborhood of $100 
million; but I don't think you would get any corresponding 
benefits from it. The narrow gauge railway is doing a 
good useful piece of work in Newfoundland. I think the 
case might have been aifferent under other circumstances, 
but the narrow gauge railway being located there, being 
built where it is, I think it is economic to continue 
it as a narrow gauge railway. 

Q. And the Canadian National will, of course, give 
consideration to the additional operating expenses that 
are incurred by virture of having this one narrow gauge 


system, and you will weigh those advantages against the 
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disadvantages? 

A. Quite. 

Q. You said this morning, I think, that the expenditures 
required would be quite substantial. You said also that they 
had made no exact estimate. Have you made an estimate? 

THE CHAIRMAN: That is for terminals? 
MR. COVERT: Yes, terminals, and he said that they 
had to renew all rails, and have new ships and so on. 

Q. Iwas wondering if they had made any rough estimate 
at all, Mr. Fairweather. 

A. I know that it would be a matter that would be 
measured over a ten year period; it would be measured in 
tens of millions, but I would not care to go any farther on 
i Sh 

Q. The next matter I want to discuss with you, Mr. 
Fairweather, is the question of the comparison of the 


density maps of the Canadian Pacific and Canadian National. 


My recollection is that you show somewhere in the neighbourhood 


of about the same percentage of ed lines, approximately 
24%, and the yellow lines; the Canadian Pacific show about 
29%, and I think yours is about 30%. In the green lines 
I think your percentage is - - 
THE CHAIRMAN: Pardon me. 

Q. Before we leave the question of Newfoundland, 
this is another case of an entrusted railway? 

eee Cees, ORE Ts 

Q@. We have not heard yet, so far as I am aware, 
whether or not there is any line drawn in the case of 
these entrusted railways as to expenditures. They are 
entrusted to your company, as I understand, for management 
and operation? 
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Q. But by the way you deal with them it would 
seem that all expenses concerned with capital and .other 
are thrown on the railway? 

A. Yes, that is right. F 

Q. There is no line drawn between where the owners 
of the railway should provide and what you on the other 
hand should provide? 

A. No, there is not. We drew attention to that in 
Mr. Cooper's presentation and in Mr. Gordon's statement, 
in regard to the capital expenditures on the Canadian 
Government Railways. You might have thought that it would 
be logical for the railway to say to the Government, "Now 
we haye to build a new station on your property; it is 
going to cost $35,000; you supply the $35,000 to us to 
build that new station." That is not the way it works. 

Q. Has that sort of proposal ever been discussed 
with the Government? 

A. Oh yes, and the Government has seen fit to take 
the view that in entrusting the property to the Canadian 
National that it is the Canadian National's job to administer 
that property, incorporate its results in the consolidated 
income account, and present the consolidated income account 
to the Government; then if there is a deficit, the deficit 
is voted by Parliament. But at the time the Newfoundland - - 

Q. Would it make any difference to you whether that 
System were changed? 

A. It is debatable. I was going to say that at the 
time the Newfoundland railways were being considered, the 
Canadian National Railways made representations that the 
Newfoundland Railways be treated on the same basis as the 


Hudson Bay Railway; it was considered by the Government, 
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and the Government decided that it wanted the Newfoundland 
Railways entrusted to us in the same manner as the Canadian 
Government Railways, and not in the manner of the Hudson 
Bay Railway. The reasons that the Government made that 
decision are unknown to me, but they made the decision. 
Then we pointed out that the operations in Newfoundland 
were very special, and we requested permission and were 
granted permission to lay the case before this Commission. 
It was suggested, as a matter of fact, that we do lay the 
particular problem before the Commission, and we have laid 
it before the Commission in a form of what we call negative 
capital. We say if you give us relief of $134 million 

we are willing to operate the Newfoundland Railway and 

take our chances. 

Q. Tell me this, insofar as the Hudson Bay Railway 
is concerned, is your company satisfied now with the 
present arrangement? 

A. We are eminently satisfied with it, yes. 

Qe YOu are? 

AG. xed. 

Q. And you do not see why there might not be a 
similar arrangement about the Newfoundland Railways? 

A. That was the Canadian National's original 
208 . 

Q. What about any other railways that have been 
entrusted to you? 

A. Well, there is the Temiscouata Railway. 

Q. It seems to me there is a considerable stretch 
of the meaning of the word "entrusted"? 

A. I suppose there is. The C madian National 


Railways, after all, was brought into being as an instrument 
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for doing this sort of thing. 
Q. May I put to you the other side of the picture, as 
to whether or not you are content to do all that sort of 
thing and not complain about it? 
A. I imagine that is probably what - - 
Q. That may be the reason why you were created? 
A. But you could hardly expect us not to complain, 
human nature being what it is. 
COMMISSIONER ANGUS: Q. There isn't any burden 
in the case of the high density lines? 
A. No, there is no burden there, but unfortunately’ 
we have a super abundance of the other kind. 
THE CHAIRMAN: Q. The high density line is what 
you call your own line? 
A; Yes. 
Q. The thick part of it - you call that your core? 
A. There is a core, yes. We have these fringe lines, 
and I think it is true that the greater proportion of the 
fringe lines are found in the Canadian Government Railway 
group, than there would be in the balance of the system. 
COMMISSIONER INNIS: Q. Would the Government 
be more sensitive to pleas for capital for entrusted 
lines than it would be for other lines? 
A. You mean actually? 
Q. . Yes. 
A. No, there is no difference at all. So far as 
the managerial function is concerned, once these lines are 
entrusted to us they are treated exactly the same as if 
we owned them. 
Q. As far as you are concerned, but what about as 


far as the Government is concerned? 
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A. And as far as the Government is concerned, as 
far as I know. 

Q. If the people in Newfoundland begin to complain 
bitterly, from a political standpoint, you wouldn't be in 
any better position for getting capital, than any other 
part of the railway? 

A. They might complain; I don't know what the results 
would be. I can only speak from experience. Experience 
to date is that we do not discriminate at all with capital 
or operation as between these entrusted lines, nor anything 
else - - at least, not to my knowledge. 

Q. Do you mean discriminate or distinguish? 

A. Discriminate or distinguish, in the dictionary 
sense..... 

Q. I think there is a difference. 

A. There may be. 

MR. O'DONNELL: The practical results are the 
same. 

MR. COVERT: Is your lordship through questioning? 

THE CHAIRMAN: Yes. 

MR. COVERT: Q. I was dealing with the two 
density maps, that is the density map filed by the 
Canadian Pacific and the map filed by the Canadian National. 
I have pointed out the similarity of the percentages 
of the three types of lines, the green, yellow and red. 

It has been suggested that the Canadian Pacific has a 
large group of poorer lines in aes Nest territory; 
in addition to those of low density they also have what 
are alleged to be sub-normal rates. Could you give 
us a comparison with regard to the Canadian National in 


that respect? 
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A. I know that in any large railway system you will 
find a somewhat similar pattern of thin traffic density 
lines, but what makes the Canadian National special, is that 
the over-all traffic density of the Canadian National 
is 10% lower than that of the Canadian Pacific; consequently 
the Canadian National's ability to stand these thin traffic 
losses is less. I have already explained the very great 
importance of traffic densities as determining the net 
revenue of a railway; it is the very first mark. Now, 
it is true that if you take and group the lines of the 
Canadian National and the Canadian Pacific Railways by 
relative traffic densities you will find the percentage 
arrangements of the lines in the two systems approximate 
each other; but suppose you say to the Canadian National 
Railways: produce a system of the same traffic density 
as the average traffic density of the Canadian Pacific 
by lopping off the thin traffic branch lines, you would then 
find the Canadian National would have to lop off no less 
than 2383 miles of thin traffic branch lines to bring its 
traffic density up to the average traffic density of the 
Canadisn Pacific. Now, I do maintain that that was very 
clearly shown, that this thin traffic branch line problem 
is muvh more serious to the Canadian National than to 
other railways. 

THE CHAIRMAN: Q. Would you tell me whether 
this entrenchment of 2300 miles would be all entrusted 
lines? 

A. Oh, no. 

Q. Some of it would be your own? 

A. Some of it would be Canadian National Company lines, 


some of it would be Grand Trunk Pacific, some Canadian 
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Northern, and some of it would be Canadian Government 
Railways; but it adds*up to 2383 miles that would have to 
be lopped off the Canadian National System, of thin traffic 
lines, to bring the average traffic density up to that 

of the Canadian Pacific. 


MR. COVERT: 9. Now, Mr. Fairweather, the Canadian 


National doeg not Suggest that there should be a separation 
of the lines in such a manner that the two roads could 
be made comparable, does it? 

A. A separation of the lines? 

Q@. Yes. For instance, you do not suggest that one 
of the remedies would be, for example, taking the Newfoundland 
Railway and the Temiscouata Railway out of the system alto- 
@ether? 

such 

A. We have made no/suggestion. 

Q. And you do not think that that would be a more 
proper way of doing that, taking these lines that are 
non-paying, and which look as if they may be non-paying for 
a long time, out altogether from your system accounts, 
rather than approaching it from a recapitalization 
aspect? 

the 

A... Well, it is a matter of broad policy, and Chairman 
has already touched upon it. I can see arguments for 
it and against it; and we have actually in the Canadian 
National system examples of both treatments. That is, 
we have the entrustment in toto and the entrustment 
as an agency. 

Q. That is the Hudson Bay? 

A. The Hudson Bay Railway. We try in cach case 
to furnish as prudent and as careful management as it is 
possible to furnish, but I don't know that I would want 


to answer. TI think that we have in the consolidated 
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accounts of the Canadian National Railways the advantages 
of simplification. I think that is one thing in favour of 
the entrustment argument, perhaps adjusted as we have 
Suggested by some compensating off-sets; because once you 
Start separating the property into pieces you can only do 
it with accounting. You see, if you are going to be efficient 
in your operations you have got to treat it as an entity. 
For instance, if you had the Temiscouata Railway entrusted 
to us on an agency basis, and if we were going to be 
efficient in our operations, we would not look upon it as 
an agency; we would look upon it as an -integral part of the 
system. Then we would have to set up an accounting procedure 
to keep the accounts, and you would be mixed up with pro-rates. 
THE CHAIRMAN: Q. What is that? 
A. Pro-rates. It is the technical jargon for dividing 
expenses when you can't - - 
MR. O'DONNELL: An arbitrary division. 
THE WITNESS: An arbitrary division, when you 
don't know how to divide them. 
THE CHAIRMAN: Q. A new monster? 
A. Yes, a new monster. If you approach the problem 
from that angle you would in effect be trying to allocate 
by an accounting procedure the disabilities currently, as 
they occur; whereas, the eineayor approaching it, you luwep 
them all in and then try to evalwe the disability and say, 
give us relief in the large - - 
Q. In the ¢gase of the Hudson Bay Railway you do have 
agency accounting? 
A. In the case of Hudson Bay we have agency accounting. 


Q. I presume it would be easier there on account of 


the location and the nature of the lines? 
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A. That is the sole justification, in my opinion, 
for segregating them. It is off by itself; it is operated 
on a very skimpy basis, and it is easy in that case to 
Segregate the accounts. 

Q. At this point you might tell me this: I have been 
anxious all along to ascertain from you what you call the 
core of your system. We have it now; you have given it to 
us, and the map shows it.... That is the word Mr. O'Donnell 
used this morning? 

A. Yes. 

‘i Q. Can you tell me whether that part of your system, 
the core of the Canadian National system, is profitable in 
itself? 

A. Oh, yes: 

COMMISSIONER INNIS:: Q. That has been changed, 
I presume the old Grand Trunk was not profitable? 

A. The old Grand Trunk wasn't profitable consistently, 
no; and when it got together with Grand Trunk Pacific it 
went barkrupt; but the Grand Trunk Railway with its network 
of lines strategically located in the industrial part of 
the country, benefitted greatly from the consolidation of 
the property. So that we feed into that system a great 
deal that otherwise would not exist. I would not say that 
the Grand Trunk of the pre-acquisition days can be 
compared with the Canadian National Railway Company today 
as an earning property. 

Q. That is the point I want to bring out: it makes 
a difference. 

A. It makes a big difference. 

MR. COVERT: Q. There is one further point I want 


to deal with, and perhaps it can be dealt with very shortly. 
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That is with respect to the Crow's Nest rates. Now,: 

the position of the Canadian National Railway as set out 

at page 191 of the Brief, ends with this last sentence: 
"Tt considers that there is some merit to 

the suggestion that all rates should be placed 

under the jurisdiction of the Board of Transport 

Commissioners”. 

The first thing I want to find out Mr. Fairweather, is whether 
your research department has made any study similar to that of 
the Canadian Pacific with respect to the Crow's Nest rates? 

A. Oh, yes, we have studies of the Crow's Nest rates 
and many other things. 

THE CHAIRMAN: What page do you refer to? 

MR. COVERT: Page 191, Mr. Chairman. 

THE CHAIRMAN: I have the wrong Brief. 

MR. COVERT: Q. Have you made studies of the 
compensatory ewan of the rates? 

A. Well, now, you are getting into a field that, 
frankly, I finda Hittrvarfling. Trsaid earlier that every 
freight rate in Canada is inter-related, and the justification 
for a particular rate must be looked at in relation to its 
developmental possibilities and its productivity. Efi is 
appears to be below average cost, then some other related 
rate picks up the difference. So that when you analyze 
the Crow!s Nest pass rates by themselves in my opinion 
you tend to get into the same sort of position of picking 
and choosing that you find the truckers get into when they 
pick and choose, or when shippers pick and choose, from the 
related rate structure, only the rates which they find 
desirable. 

The Crow's Nest Pass rates are part and parcel of the 


whole related rate structure of Canada and they are part 
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and parcel of the warp and woof of the productive economy 
of the country. If you look at them by themselves you get 
a certain picture in relation to cost, but it defies 
analysis in my opinion as to whether or not the productive 
stimulus that there may be in the Crow's Nest rates are 
justified or not. That is not my function; let us say 
that other and higher authorities have defined that; it 

is incorporated in the Statute. 

Q. All I have asked you, Mr. Fairweather, is whether 
or not you have made a study? 

A. And I said, yes, I have made a study. 

Q. Of that kind? 

A Yes. 

Q. As to whether or not they were compensatory? 

A Just along the lines I have answered. 

Q. What you mean is that you have not made a study 
of them by themselves, but your study has been in considering 
them with others? 

A. I have compared them with other scales of rates, 
and undoubtedly they are lower. 

THE CHAIRMAN: Q. I Suppose you have read the 
study made by the Canadian Pacific? 

A,  PatoLy, yes, sir. 

Q. You have read only part of it? 

A. Only part, yes. I did not make a thorough 
Study of it, siz. 

COMMISSIONER INNIS: Q. Have you read the 
Alberta Brief on the location of industry? 
A. Yes, I went through that. 
Q. Have you any comment to make on it? 
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MR. O'DONNELL: I think, my lord, Mr. Fairweather is 


being asked a lot of questions on which he has not the 


information. We have made no submission concerning the 
Crow's Nest rates, and he did not go into that. He had 
plenty of homework besides that. 

THE WITNESS: Yes, I certainly had. 


(Page 20157 follows) 
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MR COVERT: Q, Now, I wanted to ask you this, Mr, 
F irweather: Does the Cenadisn Notional regerd the 

Crow's Nest rates as a serious problem as far as they are 
concerned? 

A. Well, I think I have answered that. The 
whole rate structure--- 

@. Would you answer me agein? 
A. The whole rate structure is inter-related, 

THE CHAIRMAN: Q. That is, you cannot teke these 
particuler rates in themselves ana tell us whether or not 
they are non-compensstory or--- 

A. I could analyze the rates, and have analyzed 
those individuel retes in relation to the cost of service, 
but I have done the same with hundreds and hundreds of 
other rates, I do that all the time for the benefit of the 
Traffic Department, end we very frequently report to the 
Traffic Department that this rate falls far below the 
average cost. 

MR COVERT: Q. Do you say that occurs often with 
individual rates? 

A. Oh fyes; lots. of commodity rates, 

Q. Could you give us some examples, Mr. Fairweather? 

A. Certainly. Take the iron ore moving from Atikoksn 
to the head of the lakes -- take pulpwood -- we move pulpwood 
from away up on the Hudson Bay Railway down to points in 
Minnesota, end we move it at costs per ton mile very low 
indeed. We move iron pyrites concentrates from the mining 
6rea up in northern Quebec to markets down in the United 
States sat rates that are very low indeed. 

THE CHAIRMAN: Q. Would you Say those rates just 
referred to sre so low that they violete the rule given to us 
by the Canadien Pacific Railwey regarding competitive rates 
-- that is to sey, that they must always pay 311 the out-of- 
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pocket costs snd something in eddition by wey of com- 


pensetion? 


A. Well, any rate that I heve cver recommended 


has always met the test that it at least pays back the 


out-of-pocket cost, 


Q. 


A 
Q 
A. 
Q 
A. 
errect. 


Q. 
AY 


At least that? 

I have examined rates, though--- 

I beg your perdon? 

I have examined rates thet did not meet that test. 
Which ere in effect now? 


I would not be surprised to find some of them in 


Well, you have mentioned 2 lot of rates just now. 


For instance, the sand and gravel rate over long 


distances might conceivably be in that category. 


Q. 


These other rates that you have referred to just 


@ minute ago, are they what you would call non-compenseatory? 


A. 


Well, offhand I cannot recall any that is in 


effect now that would fall into that category, but they 


come very close to Lt. 


THE CHAIRMAN: Well, we will have to adjourn. 


---The Commission adjourned at 4:53 p.m., to meet sgain 
at 10:30 a.m. on Thursday, April 20, 1950. 
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Ottawa, Ontario 
Thursday, April 20, 1950. 
MOR NT Neg Ss Bop ou L/0 8 
S. W. FAIRWEATHER - Recalled 


EXAMINED BY MR. COVERT: - 

Q. Mr. Fairweather, yesterday afternoon we were 
discussing the question of rates in perhaps what you 
call the low yield category, and I think you mentioned such 
things as iron ore, pulpwood and iron pyrites, concentrates, 
and so on, and also sand and gravel. I wanted to first find 
out this. When you make studies of particular rates to find 
out whether or not they are compensatory, do you do something 
more than apply these so-called usual tests of earnings 
per car mile and per ton mile? 

A. I think, sir, we ought to first define what you mean 
by "compensatory", In my mind at least there is a difference 
between the definition of a compensatory rate and whether 
or not it meets the test of paying its out-of-pocket expense. 
I think there is a difference. 

Oe JAliberieht: let us have it. 

A. If we are talking of out-of-pocket cost itself, 
my department has over the years developed a most elaborate 
costing system, and by means of that costing system we 
do advise the traffic department as to whether or not, 
in our judgment, the rate in question will return enough: 
revenue to meet the out-of-pocket expenses incurred. Then 
the traffic department takes that into consideration, and no 
doubt it is one of the factors that controls their decision; 
but I do not know that it is the sole determinant. 

Q. Could we just explore that matter a little bit. 

You say "the out-of-pocket expenses incurred". Could you tell 
me just what you mean by that? 


A. Iam afraid if I told you just what I meawt by that 
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I would be here for a long, long while. It is a branch of . 
cost accounting or cost analysis that I refer to, which deals 
or attempts to deal scientifically with the analysis of 
railway costs. The factors that are taken into account 
vary with every particular case. You cannot make any 
generalized formula or at least we have never been able to 
make any generalized formula. But we do apply this principle, 
and it is a rather simple one in principle; but to apply it 
requires a great deal of skill and a great deal of knowledge 
of the detail of railway operation. The test is simply this. 
First, you assume that your traffic is moving and you determine 
your cost components. Then you test the accuracy of your 
analysis by assuming that the traffic does not move, and 
determine to what extent expenses can be reduced,by subtracting 
the traffic in question. I do not know that I can be any 
more precise. 

THE CHAIRMAN: Q. Would you please repeat that for my 
benefit? 

A. The test is whether or not ‘the movement of this 
traffic will add expense and to what extent it adds expense. 
We test it by determining to what extent expense would be 
reduced if the traffic did not move. It is a very tricky 
subject; and if one gets into the detail of + it you can 


instances 
‘ where the cost of moving an individual 


quote 
shipment is almost nothing. I could give an illustration, 
for instance, where you were moving traffic against the 
current of traffic in which your locomotive miles and your 
car miles are in no sense influenced by the traffic you 
propose to move. You, let us say, have a predominating 
movement eastbound; and a new piece of business comes to 
you westbound. Your added costs in that case are very 


little. In that specific instance you would not be able 


to determine perhaps so much as one cent of additional cost. 
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But ome dare not approach this question of cost 
analysis without a proper appreciation of the law of probabili- 
ties. You have to recognize that you are dealing with a whole 
multitude of individual happenings. Some of them will happen 
under one set of circumstances. Some will happen under another 
set of circumstances. You have to deal with the most probabls 
result, so that your estimate, when you finally produce it, 
is really a problem in probabilities. You say: "This is the 
background against which the traffic will likely move, and 
it will likely move in this pattern; and therefore it is 
most probable that the expense apportioned to that movement 
will be this figure." 

We always advise our traffic department, when they get 
these figures from us, thag they must be used with a great 
deal of caution; and we also insist, before we make a cost 
analysis, that we know precisely, or as precisely as 


possible, the nature of the movement and everything surrounding 


it. It is, in fact, an‘: attempt at scientific cost 
analysis. 

MR. COVERT: @. That is, in defermining what*you ¢eall 
out-of-pocket expense you take additional traffic or you 
decide whether or not you lose traffic, is that right, or 
whether you will abandon traffic? 

A. No. I say it is only one factor in that. It throws 
light on the problem to the extent that a cost analysis 
can throw light on the problem. I did not say that it 
was the determinant. There may be very good and valid reasons 
why the rate may be put into effect or not put into effect. 

Q. You mean even if it showed that they would not 
cover out-of-pocket expense in this test? 

A. Yes. 

Q. Could you give us some examples of that,» Mr 


Fairweather, to show where you might have a case where 
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it was indicated that out-of-pocket expenses would not 
be recovered? 

A. If we are talking in general, I think I have already 
{llustrated that development branch lines fall broadly into 
that cagegory, the whole traffic moving to them over a long 


period of time. But if you are dealing with specific examples -- 


@. Yes, I would rather do so. Your development branch 
lines are something that you are taking the long view on. 
Is that right ? 

A. That is quite correct. 

Q. I should like to take some specific examples. 

A. Let us take some specific examples then. I quoted 
yesterday an example of a rate on iron pyrites. 

THE CHAIRMAN: -Q. A rate on what: 

A. Iron pyrites. 

Q. Yes? 

A. Moving from a mine in Northern Quebec for export. 
That gate, when tested by us, was found not to yielq sufficient 
revenues to gay out of pocket expenses. Nevertheless it was 
considered sound and prudent, in the national economy and in 
the broad benefit of the Canadian National Railways, that that 
rate be put into effect. Another instance is this. Let us 
take the rates on the movement of basic commodities to the 
Atlantic ports of Canada, to Saint John and Halifax. Take 
grain moving on export rates to Saint John and Halifax where 
I believe the extra rate over Montreal is only one ¢ent. 
One cent a bushel is obviously not sufficient to pay the 
added expense. 


2. Is that one cent a bushel or one cent a hundredweight? 


ve 


A. One cent a hundredweight, yes; I stand corrmcted. 
That is obviously not enough to pay the out-of-pocket 
expenses incurred in an eastbound movement because it is 


moving in the direction of traffic and it manufactures 
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car miles and ton miles. 

Q. That is to meet the competition of the American 
ports? 

A, That is to meet the competition of the American 
ports; and the railways -- at least the Canadian National 
Railway carries the traffic at that base, although I have 
advised that the revenue you get from that rate is not 
sufficient to pay expenses. 

Q. You are talking then of the haul between Montreal 
and Saint JOhn and Halifax, are you? 

A, I am talking of the haul between Montreal and Halifax 
and Saint John. 

Q. Does it not mean this to you. by giving them 


a low rate farther on, you do get the traffic up to Montreal? 


(Page 20166 follows) 
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A. Yes, ond frequently when you test thet in its 
Over-all movement you still find the same condition, 

That is, if you teke the rate from point of origin to 
Halifex in two Pieces and apply it to the totel movement, 
and you still find thet it Will not meet that test, but, 
as I said before, out-of-pocket costs ere not in them- 
Selves a determinont, They sre, ag T See it, a very 
useful tool to did manegement in reaching a decision. 
They know what they are doing, they do the thing with 
their eyes Open and they know what is involved, end they 
balance the benefits against the disabilities anq make 
their decision on thet basis, F 

Q. What would happen, I mean now to your railway, 
an vite Way of benefit or loss, i you did not have these 
cheap export rates? 

By * Weld 0.5 think, Sir, thet thot Opens a tremendously 
Wide field. 

Q. Iam talking only of your railway, though, 

A. Well, I Soy even sg--- 

Q. Not the national concern, 

A. But I am talking slso Just of the Canadian Notional 
Railway, becsuse the Canadian National Railway can only 
Secure revenue if the country itself is Properous send is 
Producing, and go long as there wes 2a functionel monopoly 
of railway rates, and you were sure in the Sum total of your 
rate structure of getting enough revenues to meet your 
expenses, you had 5 very wide freedom in how you would 
Spportion those costs between different Shippers, and it 
might very well be prudent to ship low-grade commodities opr 
ony commodity sat 5 very low rate if thereby you stimulated 
development ana took your profits in the form of higher 
rates on Secondary production. That has been the basis in 


fact, as I see it, under which Csneds developed, and it 2lso 
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brings very forcibly to attention the condition thet is 
now created when that functionsl monopoly hss been 
impsired in the locstion where most of the net revenue 
came from, We get two thirds of our net revenue from 
sbout one third of our traffic. 

MR COVERT: Q., Have you any other exsmples in 
mind of the same thing? 

Awe Welt ,cat Sometimes happens that you will have 
rates on these low-grade commodities moving from develop- 
ment sreas that fail to meet this out-of-pocket cost test. 
I think I have given enough examples to illustrate the 
point. These things could &O on and on and on, Generally 
Speaking, you will find this condition in the movement 
of primary products very long distances to markets, where 
the railway is Streining every effort to make 8 market 
Outlet for 9 marginal producer -- some fellow who has got 
an idea or who has got a natural resource ond he is 
developing it, and he comes to the railway and he Says, 
"Now, here, I have this proposition, ond if you can only 
let me get my produce to market by giving me a favourable 
rate I will start an industry," and 9s Chief Development 
Officer of the Canadien National Railways I am very much 
alive to the importance of transportation to the maerginsl 
producer in the development areas, 

Q. Now, I wanted to get your views on these other 
tests that are applied, if you spply them to rates generally 
whether or not they are 9 fair test, and that is the 
revenue per car mile and revenue per ton mile, whether you 
think thet thst is 2 foir test es to whether or not a rate 
is yielding what it should to the railway? 

A. Well, I can only answer this, that we have 
developed skills in costing enelysis, end we apply those 
Skills to the perticuler conditions that ere set forth. We 
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cannot say categorically thet 8 revenue per car mile or 3 
revenue per ton mile in itself igs 5 criterion. You have 
to have knowledge of 21] the circumstonces under which the 
troffic moves, 

ds ‘L-an asking you, Mr, Fairweather, whether they 
are fair tests? 

ne Well, oy think I have enswered you, sir. They 
would be fair tests in certain circumstonces. 

2. In certoin circumstances? 

A. Yes, but they might not be in others, 

Q. For instance, in determining whether Or nov a 
competitive rate Should be put in, are they fair tests? 

A. You mean a competitive rate in whet sense? 

“Q. Well, let us Sey, for example, trucks begin to 
take certain business away from Montreal to Toronto? 

A. Well, I never knew of 3 competitive rate set to 
meet truck competition that was not remunersative to the 
reilway. The reason for that is Simple: Trucking costs 
certainly, even on an out-of-pocket basis, are certainly 
at least three or four cents a ton mile, 

THE CHAIRMAN: Q. Are certainly what? 

A. Three or four cents per ton per mile. Therefore 
the railway never needs to drop its rate more then to that 
competitive level, Now, at three and four cents per ton 
per mile on average traffic the railway cennot help but 
make 9 profit, so that when you quote 8 competitive rate 
against highway Operators you sre not running the risk of 
handling business uneconomically. Whet you are doing, 
however, is lopping or Skimming off the cream of the rate 
thet was Previously in existence and which was used to 
Support these other rates,’ ~~ That's “the tragedy of the 
Situation. But no competitive rote that I have ever 


examined set to meet truck competition wes ever below or 
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anywhere near below the tbat seauiee by rail. 

MR COVERT: Q. ‘Then I wented to get that cleer, 
Mr. Foirweather, What you say is that when it is com- 
plained that these low competitive rates sre not compensa- 
tory to the railways, that Just is not so? 

- It simply is not SO, in the sense that they do 
not meet the test of cost analysis, They will slways meet 
that test. The other Side of the picture I have already 
dealt with, thot they--- 

2, in other words, whet you Say is, you should be 
getting more on that business to make up for what you--- 

A. Yes. Theat is the really terrible problem, and 
it thet sense, seeing that all rates sre inter-related, 
this erosion of high-grade traffic is bound to have, in my 
Opinion, unfortunste results in hempering the ability of 
the railway to extend low rates to basic commodities 
handled a long distance, 

Q. I em interested also, Mr. F irweather, when you 
mention thst sll rates ere inter-related; I just want to 
clear that up a bit. Do you mean that when you sre talking 
about the compensatory nature of rates, it meons that the 
mass of rates as a Whole, thet is the way the railway 
looks at them to see whether or not they ore proper and 
compensetory, rather than et individusl rates? 

A. Well, of course, you have to deol with rates on an 
individuel basis, but even though they sre dealt with on 
an individual besis they sre undoubtedly inter-related, 
at least I do not see how anybody studying the problem can 
come to any other conclusion. An individusl rate as applied 
to 8 railway is not primerily related to cost of service 
et all, and that to my mind must force the other inference 
or conclusion, that they mus't be inter-releted if they sre 


to produce in an Over-sll pwttern the revenues needed to 
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Supply the expenses, 

Q. For instance, I think we had evidence before us, 
Mr. Fairweather, thot there were certain rates that were 
regarded by the railways as non-compensetory, and I think 
it wes used in the sense thet they did not Supply the cost, 
the out-of-pocket cost, plus something over sand above? 

A. Yes, I have already ssid that. 

Q. Now, I think the ones that were Suggested to us 
were these at and east €rain retes, sand the coal, and [I 
think the grain retes, Now, do I understand that you have 
added something edditionsal to that, for instance sand and 
gravel? 

A. Well, I have Simply given you instances where in 
my expenience of examining into individual rates I have run 
cross this condition, Now, I could not be ony more specific 
then that,’ tf Just run across it. We--- 

Q. All I wanted to know is if you thought that ssnq 
end grevel was in the Same category es coal and--- 

A.’ It 1s spt to be, but I would not Sey thet all cool 
traffic failed to meet that test, not by any menner of means, 
We have a lot of coal treffic that we handle at revenues 
that ore more then enough to meet outtohenesiet costs; we 
8lso have the same with sand end Sravel; but I was referring 
to the chance that specific rates 388 applied to specific 
hauls of specific commodities do not inveriably meet this 
test, end I have known instances where they do not; some of 
them I have mentioned, 

Q. You see, there have been Suggestions, Mr. Foair- 
weather, that the Boerd should have far greater control over 
Competitive rates, there have been Suggestions that they 
Should determine whether or not they ore compensstory, and 
I think it hag been suggested thet the rules that would be 


edopted for the Board to meke this determination sre the 
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rules thet the Board would use for determining the com- 
pensetory nature of 5 rate, these So-called yardsticks of 
ton mile and csr mile cernings. Now, I wanted to find out 
if that is a feasible thing at ell? 

Bos Personally, I think thet the matter is much better 
left in the discretion of the railways. That would be my 
Opinion, | 

Q. Well, that is one phase of the matter; thet may 
be, but Supposing thet it is decided thet thet is not 
Correct, ali I an “sking now is whether or not there are 
Simple yordsticks that you can use to determine the com- 
pensatory nature of a rate for purposes of deciding whether 
or not it should be permitted, and I ask you if those so- 
called yardsticks are proper? 

A. Well, I have been engeged in roilwoy cost analysis 
now for thirty years, and the further I go into the subject 
the further I am convinced that there is no Simple yord- 
Stick, 

Q. Then you think thet answers my question, do you? 

A. I think it does, 

®» In other words, you may think you heve enswered 
it --~ I om not Suggesting you have not -- but I am not 
Satisfied with the answer. I just wented to know whether 
or not you would say that these two yaerdsticks could 
ordinarily be used for that purpose, and do you sey no? 

A. I would sey that to use them in your sense of 
ordinery, I think would be highly dengerous. That is my 
Opinion. 

Q. Then the Board of Trensport Commissioners would 
have to have available much more information and other 
tests thon those? 

A. If anybody wished to determine the probable 


result -- ond I have stated thot when you get your result 
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it is only a probability -- one needs to have occess to 
detailed inform-tion which so for hog only been oveileble 
within the confines of the railway menegement. You have 
to have access to the vitel and ever-chonging pattern of 
reilway performéence, because, for instonce, the reversal 
of the direction of treffic, just to give = simple 


illustration, will chenge the picture entirely. 


(Pege 20173 follows) 
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The allocation of a different type of lomomotive to a 
particular territory changes the pattern; the availability 
of car Supply changes the pattern. You have to be on 
top of the subject all the time if you are going to give 
a realistic answer, I do not deny that it might be 
possible to do it, but I will Say this, that generalized 
analyses baced upon system averages and things of that 
character, which are generally what is available at the 
present time to people outside the railway, are a very 
inadequate approach to cost accounting of railway per- 
formance, 

Q. It seemed to me -- I noticed in the Ee 
decisions that they did apply those tests, and I think 
there was one other test. They took the percentage of 
the ratio Fs OA rate to the non-competitive rate 
as another test, and it seemed to me that they used those 
tests quite frequently. 

A. The Interstate Commerce Commission has to my 
knowledge developed costing data over the years, and a 
good deal of it is, in my Opinion, very sound. We have 
used methods similar to theirs, but all I am Saying is 
that these generalized approaches have limitations, and 
they are not necessarily the proper criterion, especially 
when you are dealing with such things as commodity rates 
and competitive rates in an ever-changing pattern of 
industrial activity of the country. You have to go finer 
into your problem than that if you are going to get a 
realistic answer. 

COMMISSIONER ANGUS: Q. When you say it must 
be left to the railways you are leaving to them both the 
technical problem and, as I understand it, some sort of 
economic planning as to what will promote the general 


prosperity of the country and maintain their revenues 


over the period. 
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A. Well, modified as that might be by regulation and 
possibly by statute, I think that is true. 

COMMISSIONER INNIS: @. Are you checked at all 
by the work done by the Canadian Pacific, for example, on 
the whole field of railway rates? That is to say, if Mr. 
Jefferson permits a rate on a certain commodity in a cer- 
tain territory you are pretty well compelled to meet that? 

ae Oh, yes, there is no doubt that the two 
railways are faced with that problem, the two major railways 
of Canada, and not only that; they are faced with the same 
Situation in international traffic where they are always 
up against the matter of United States competition. 

Q. Does that mean that you generally come out at 
about the same place? 

A. Of course, this matter of detailed rate making 
does not fall into my province, but it is obvious that the 
competitive rates must be at the same level, The only 
place for independent action is in the non-competitive 
rate. 

Q. Mr. Jefferson said Something about using a year 
as the limit for developmental rates, that if a develop- 
mental rate did not show promise of covering all the 
various items within a year then it would not be accepted. 
Your view would be more flexible? 

A, Yes. Of course, one thing you have to be 
careful about when you put a development rate in, it 
seems to me, is that the person who is the recipient 
Should thoroughly understand that it is in the nature of 
a temporary arrangement, but once he thoroughly under- 
Stands that I think that the rate and the conditions of 
the rate should be as flexible as possible to develop the 
true potentialities of what is in hand. I would not 


want to put any arbitrary limit on the thing although I 
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can understand a traffic man desiring to shoot at one year 
as a reasonable pattern, but I can think of developments 
where such a rate certainly would not induce development. 

MR. COVERT: Q. There is just one question I 

want to come back to, Mr. Fairweather. On page 14 of 
Mr. Gordon's brief he was dealing with the revision of the 
capital structure and he Said: 

"It is submitted that by ordinary commercial 
Standards, the entire interest-bearing capital 
Should be converted to equity capital," 

He goes on to say: 

"However, in view of the practical difficulty 
in the way of converting the interest-bearing 
Capital in the hands of the public into equity 

Capital at this time; and having regard to the 
potential carnings of the Canadian National System, 
which are considerable and may in some degree 

offset the adverse factors here considered", and so 
on. 

THE CHAIRMAN: Is that Mr. Gordon's brief? 

MR. COVERT: Yes. 

THE CHAIRMAN: What page? 

MR. COVERT: Page 14, 

Q. All I want to know, Mr, Fairweather, is whether 
you feel that the entire interest-bearing capital should 
be converted into equity capital, that is, to do a proper 
job, a real job, that should be done? 

oe No, I do not think that is exactly what is stated. 

"It is submitted that by ordinary commercial 
standards, the entire interest-bearing capital 
Should be converted to equity capital." 

Q. The difficulty is that they are in the hands 
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A. Now, there is no doubt that if the Canadian 
National Railways was operating as a private concern that 
the amount of interest-bearing capital that it could bear 
with security and maintain a credit standing is very 
Small and might, as is Stated here, be zero, 

THE CHAIRMAN: Q., Be zero? 

A. Yes, because the Canadian National Railways 
unfortunately is a low-traffic density line. Our revenue 
per mile, notwithstanding the heavy industrialized sections 
of our line, when you average it out over the whole system 
I think it is about $19,000 per mile, and to operate a 
railway and give service under thos: conditions with that 
level of revenues creates a very severe problem indeed, 

I stated that the operating ratio, which is a 
rough test of how much earnings will be available to meet 
charges other than Straight operating, is at the present 
time set by a formula of 8,270 divided by the revenue per 
mile, and to that fraction another fraction of .54 should 
be added, That means that the operating ratio of the 
Canadian National Railways in 1948, I think, was away 
up in the nineties. It is obvious that it does not leave 
very much leeway. Then if you are in that position in a 
period when traffic is of high volume, and you are faced 
with the down swing of a business cycle, and if you 
realize that the rate of change of the Operating ratio 
is inversely proportional to the Square of the density 
of traffic you can see how serious a condition you can 
get into with a road of basically low traffic density. 

We have very little cushion between 4 prosperous 
operation and one that is a deficit operation, quite apart 
from this matter of fixed charges. It is an inherent 
characteristic of the Canadian National Railways, and it 


is an inherent characteristic of any low-traffic density 
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line. If we had, for instance, an average traffic 
density ten per cent higher than our present traffic 
density we could stand a very substantial amount of fixed 
charges with a degree of confidence, always supposing that 
we get this highway competition thing fixed up, and that 
there was not further erosion of net from that quarter, 
With a basically low-traffic density that can only produce 
$19,000 of revenue per mile under conditions that if they 
are not boom are at least a very high level of activity, 
and having regard to the past swings and the business 
cycles we have seen in the past, I do not think any prudent 
man could say confidently that the Canadian National 
Railways might not at some time in the future, and within 
the foreseeable future, find itself in the position that 
it had no returns available to meet fixed charges. 

I do not like to look to it as a prospect. y 
would like to think these business depressions will not 
come, but history has sort of indicated that they are at 
least a probability. It is in that sense that this 
Statement is made that Judging by ordinary commercial 
Standards, the entire interest-bearing capital should be 
converted into equity capital. On the other side there 
are the practical difficulties which I mentioned, and I 
Will say this, that it is to be hoped that the Canadian 
National Railways will gradually work itself into a 
position where it has a cushion of increased partially 
density of traffic. That would come about by an in- 
crease in population, an increase in the productivity of 
the country and would, however, in my judgment be 
offset by the necessity of building further development 
lines in order to produce this increased productivity of 
the country. So that the future holds interesting 


possibilities, and we hope that on the whole it will 
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provide a cushion at some time in the future, but 

it is not there now, and in my opinion it is a very 
considerable time before it could arise, In the mean- 
time you are up against this position, that the Canadian 
National income results are barometricaly in néeture, that 
is, they rise and fall with much more sensitivity to 
business conditions, the net earnings of the Canadian 
National, than would a railway of higher traffic density, 
Just for the reason that T have stated, that variations 
in the operating ratio are inversely proportional to the 


Square of the traffia density. 


(Page 20180 follows) 
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-MR. COVERT: Q. My point was this. I was wondering 
whether perhaps, Mr. Fairweather, you had really gone far 
enough in your proposals because the earlier pages indicate 


that you have been conservative in arriving at those figures. 


If, for example, we have reached a peak now -- I think 


the C.N.R. reached a peak ‘in its total traffic last year -- 


ang if things get worse, perhaps you have not gone far 
enough. 

A. You may be right. But in my judgment this is a 
very appropriate challenge to the management to give us' the 


fixed charges that we ask for and expect us to meet them. 


I think it will conduees to efficient operation. 

Gs tna 18 G11, 1 think. 

THE CHAIRMAN: Is there anybody else who wants to ask 
Mr. Fairweather any questions? 


MR. HUME: Yes; I should like to. 


CROSS-EXAMINED BY MR. HUME: 

Q. Mr. Fairweather, I represent the Canadian Automotive 
Transport Association and I should like to discuss with you one 
®» two questions as a result of your evidence that was given 
yesterday which appears in volume 109 of the transcript. 

I am informed, Mr. Fairweather, that you have made a very 
long study of this highway-railway competition problem. [Ig 
that correct? 

A) eee Ete 

Q. Over how many years? 

A+ Let me see. We started in 1924. That, to my way of 
thinking, would be twenty-six years, would it not? 

Q. So that, on behalf of the Canadian National Railways, 
you have 2arried on a series of Studies on this problem for 
that length of time? 

A, We have. 
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Q. There are one or wo points I should like to clear up, 
or perhaps clarify before I discuss some of the aspects of 
that problem with you. One is this. At page 20115 of the 
transcript yesterday you referred to certain figures to which you 
had referred earlier, in answer to a question by my friend 
Mr. Covert, to the effect that the railways are carrying some 
90 per cent of the goods, and yousaig that approximately 23 per 
cent of the revenue went to the trucks? 

A. Yes. 

@. And you were asked "Is that correct?" and your 
answer was yes, that was correct. Do I understand that you 
are basing those figures as a result of studies made by the 
Railway Association of Canada in their submission? 

A. Those figures are based upon studies that were made 
in my own department and which were made available to the 
Railway Association of Canada. 

Q. And those figures and substantially those percentages 
appear in the submission of the R ilway Association of 
Canada? 

A+ I believe so, yes. 

Q@. I wonder whether or not you are aware of the fact 
that in the subsequent cross-examination of the witness on 
behalf of the association we discussed the fact, as 
the brief did Submit, that a very large percentage -- in the 
Opinion of the witness, about half -- of the goods travelling 
Over the highway movement were in shipper-owned vehicles? 

A. Yes. 

Q. And that this 23 per cent of the revenue which 
went to the trucks does not mean that 23 per cent is going to 
the commercial truckers. 

A. I did not say so. But to my way of thinking, from 
the point of view of transportation economics, what difference 


does it make whether it is the commercial trucker or the 
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private trucker? It is all the same. 

Q+» No, but I Sugeest that you did Say so on this page 
20115, when you said that 23 percent of the revenue from 
transportation went to the trucks. 

A. Certainly. 

®. If the John Jones Manufacturing Company is moving 


its own goods in its own vehicles, where is it receiving-~ 


revenue from the movement of those goods? 

A. It is receiving revenue in an economic sense equal 
to the value of the service that it is obtaining. What I was 
attempting to show was the effect upon the railway revenue 
of unecomomic truck competition; and the estimate is the 
estimate I gave. To me, aS an economist, it would be silly 
to say that,because a man operates with his own vehicle 
between two plants owned by himself and carries his own goods, 

thereby there was not an economic eflect: and it. is the 
economic effect that I was talking about. 

Q So you are talking about the economic effect on the 
railway, and what you mean is that the railways are losing 
23 per cent of the revenue that they previously had. Is that 
what you are saying? 

A. What I am saying is that if highway competition 
was reduced to the economic Sphere, there would be a transfer 
to railway revenues of a substantial amount, but not that 
23 per cent. 

Q. How much, then? 

Aso i ‘think I would have to get the figures. That = 
per cent represents coverage of both economic and uneconomic 
Q. May I ask you this question. Have you made any 

studies which will assist usk, assuming that the privately 
owned trucks were off the road for one reason or another, how 
much of that 23 per cent would go back to the railways? 


A. I really could not say. 
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Q- May I put it this way. If the commercial for-hire 
trucker, the man who makes his money by transporting goods 
by truck were put off the road for one reason or another, how 
much of that 23 per cent would go back to the railways? 

A. You mean if the private trucker still remains? 

Q. Yes. 

A. Well, I do not know. 

Q. Do you agree with the Railway Association's estimate 
that about half of the over-the-road movement is by private 
truck and the other half by commercial truck? 

A. I think that is approximately true, yes. 

Q. That is on a volume basis. 

A. It is on a dollar volume basis. 

Q So that I am correct, however, am I not, in saying 
that this 23 per cent figure includes Goods moved, by a man 
in his own car or truck or any kind of transport he happens 
to own? 

A. Yes. 

Q@. All right. That is fine. The next thing 

is this. 
that I thought might need Clarificatior/ At page 20114 
you weére discussing what happened during the last war, and 
you said this; 

"Therefore, by controls you prohibited the haulage 

Of goods on the railway -- 

It means on the highway; that is a typographical error. 

A. Yes. 

Q. And you continue: 

"-- and by so doing you increased traffic on 
the railways." 

Then you went on to point out that this was done because ‘you 
could not afford the manpower and material to be wasted by 
hauling on the highways. That by itself is correct; of 


course. But I wanted to clear up with you the fact that 
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you are probably aware that there was no control on the 
commercial trucker during the war. 
A. I think there was very effective control on him. 
He could not get tires. 
Q. But there was no regulatory control on the commercial 
trucker? 
A. What would you need regulatory control on him for 
when he could not move? 
A. Are you aware of the fact that in 1943 » and that 
was during the war -- 1943 was during the war? 
A. Yes. 
Q. Are you aware of the fact that during that year 
the bureau of Statistics estimated that commercial truckers 
moved over 11 million tons of freight in the one year? 
A. That is quite true, yes. 
Q. And that the administrator of services that same 
year estimated that the figure was nearer 2] million? 
A. Well, I do not know. 
Q. Assuming that it was SO, may I suggest to you that 
there was no very Serious restriction on the commercial trucker? 
A. Oh, I think there was a most serious restriction on him. 
Q. There was control on the private trucker, was there 
not? 
A. I say that I am looking at the thing in its 
to tality . I was talking of economic conditions. I refuse 
to make any distinction in the economics of highway transporta- 
tion between the commercial trucker and the private trucker. 
So far as I am concerned, they are part and parcel of the 
Same pattern and they have to be so treated. As a matter 
of fact, that is the basic reason why I have very little faith 
in regulatory measures addressed to highway Operations; because 
SO long as we maintain the right of the individual to haul 


his own goods on the highway in his own business, then any 
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regulation can be evaded. But that does not mean that 
the economic result is not there. 

Q. The point I wanted to bring out for the purpose of 
the record was that there was a restriction on these private 
truckers of 35 miles from the city during the war; you are 
aware of that? 

A I am aware of it generally, yes. 

Q. And that so far as the commercial truckers were 
concerned, for reasons which probably were well cons idered 
at the time no restrictions were imposed other than as you 
point out, their inability to get tires; but somehow or other 
they seem to have managed to haul 11 million tons a year. 

MR. O'DONNELL: There was gasoline restriction. 

MR. HUME; Not on the commercial trucker. 

Q. There was no gasoline restriction? 

A. There was no gasoline restriction 3x but he could 
not get tires and could not get vehicles. 

Q. He seems to have been able to get some tires to 
be able to haul 11 million tons of freight in one year. 

A. Quite so. But you must also remember that this is 
one of those things in which relativity has to be taken into 
account. The war created a tremendous volume of traffic; 
and the percentage of that traffic which was handled by rail 
versus what was handled by truck certainly changed during the 
mor period, and. 1t changed fundamentally for the reagons 
that I have stated. During the war we Simply could not spare 
the manpower and the material to handle our transport with 
a more expensive medium than by rail; and the consequence 
was that it was to the railways that the burden of carrying the 
essential traffic of the country fell. I do not mean to say 
that there was not a useful field, even in war time, 


for the trucker. He fulfills a useful field. All I have 
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talked of there is the field in which he operated and is 
operating under an umbrella that creates artificial conditions 
for him, and as a result throws the development economy 

of the country into a state of stress. 

Q. You used the phrase "uneconomic competition" 

On more than one occasion yesterday; and you applied it 
particularly to highway transportation and water transporta- 
tion. What I wanted to ask you was whether or not you are 
prepared to carry it further and agree with me that air 
transportation is an uneconomic form of transportation, 
according to your interpretation of the phrase? 

A. In certain of its aspects, yes. 

Q. Let us take the aspect of moving passenger traffic. 
Would you say that was uneconomic? 

A. I look upon air transport as a new medium of 
transportation which will have to find its position in the 
economy of the country. It is going through a development 
period. It certainly offers great advantages and it is 
basically an expensive medium of transportation. That 
Some of its activities are subsidized by the state is 
undeniable; but I have not said anything on this stand to 
the effect that I was Opposed to such subsidies. 

Q. I am not suggesting that you did. What I want to 
See 1s +whether or not you will agree Peary highway 
transport is uneconomic, according to your interpretation 
and also water transportation, as you mentioned yesterday, will 
you agree that ain 

sar transportation is also uneconomic? 

A. I think it is a matter of relativity again. It 
depends upon the extent of the side effects. I have no 
objection to Somebody using a more expensive means of 
transportation if he thinks he gets value for it. But what 
I am saying is that when, in the process, he lays a burden 
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benefit he may get, then it becomes a matter of some concern. 

Q. In the Canadian National R llways, do you figure 
that you make or lose money on your passenger traffic? 

A. That is a moot question . I doubt, under modern 
conditions, if you take it all in all, whether the railway 
does much more, if it does that » than get a new dollar for 
an old one in passenger service. But the great bulk of 
our passenger service on the expense side is a matter of 
public convenience and necessity. With regard to many of 
these passenger Services, the railways heve to run them under 
board direction; and it is just because of such burden 
of public convenience and necessity which is laid upon the 
railway that one must necessarily look with rather alarm 
upon the erosion of the railway net revenue by uneconomic 
competition which denies the railway the revenues it had 
previously used to provide for these expensive and 
unremunerative passenger services along with others. 

Q. So that if the air lines of the country build 
bigger planes and begin to carry more and more people, that 
will have an adverse effect upon the Canadian National 
Railways! passenger revenues” 

A, It would certainly reduce passenger revenues to 
Some extent. But then again you must take into consideration 
that the total travel habit will be increased, and it is 
quite conceivable that there would be a compensating effect. 
I cannot trace it through in all its details. But what 
I am saying is this. There is likely to remain for some 
time with the railway the problem of providing the 
necessities of traffic as measured by public convenience 
and necessity, quite apart from the profit motive. Certainly 
the Canadian National Railway operates thousands and 
thousands of passenger train miles which are unremunerative 


as measured by the yardstick of cost, and where you have 
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to carry on the operation, let us say, in the public interest. 
Q. To get back to my question , then, you think that the 
movement of persons by air transport is a threat to the revenue 
position of the Canadian National Railway and therefore 
comes within your definition of uneconomic competition? 
fo NG. I did not say that it came within my definition 
of uneconomic competition. 
Q. So that your objection is not uneconomic competition, 
aecording to the way you are using the phrae? 
A. I would say that it has to be proven, 
~Q. All right. What about pipe lines? We are reading and 
hearing about the possible construction of gas and bil pipe 
lines to move gas and sit onde oil at least is carried, 
I presume, by the Canadian National Railways. Would that be 
uneconomic competition? 
A, Oh, no. You must remember that I am a development 
officers and Af I See Some medium of improving the economy 
of this country, nay that means the general wealth of 
the country can be increased, I am satisfied with the 
knowledge that somewhere in the cycle there will be a demand 
for railway services. The railways simply cannot compete 
in volume with pipe lines. The pipe line as to volume ‘is a 
much cheaper medium of transportation of oil than the railway. 
consequently when you are dealing with very large mass 
movements of oil, the railway must of necesssity bow 
gracefully out of the picture, in my judgment. They simply 
cannot compete. That is not a case at all parallel to this 
matter of highway and railway transport, because the 
conditions are exactly reversed. The. pipe line is a cheaper 
means of transportion. Therefore, measured by basic economics, 


it should handle the business. The truck is the more 
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expensive medium, beyond a moderate zone, and therefore 
by that test, if that were the only test, the traffic should 
go by rail. I may say this to you. If the railways were 
free to use their competitive strength in this highway 
competitive zone, and were free to drop their rates down to a 
competitive level with the . trucks, the trucks, beyond the 
zone where I admit they have an advantage, simply could not 
operate. 

Q. Why are you not free? You can put in any competitive 
rate you want to over night, can you not 

A, No. You see, railways are nation-wide in their 
scope. They have a responsibility to the country at large to 
handle all of the country's traffic in all its aspects. 
That problem being on their Shoulders, if they used their 
competitive strength to drop competitive rates down to truck 
levels universally, under the present law, they would take 
off an enormous amount of their net revenue; and if they 
wished to remain solvent they would have to pass that on to 
the development area which of course would not be in the 
national interest. The plain fact of the thing is that 
therefore the trucker operating in what to him is a 
perfectly sound field of activity -- he operates ‘n what 
to him is a competitive field, and I do not blame him for 
what he does -- says to himself, "I can handle this business 
cheaper than the rail rate. Therefore I am entitled to bid 
for it." . But if that trucker-for every:+ 
ton of high-grade traffic that he moved between Montreal 
and Toronto, say had the obligition that he had to meet to 
move western grain for export from Canada or to move iron 
ore to the lakehead, he would very soon find out that his 
field of trade was very much restricted. He is a picker and 
chooser, under an artificial rate structure which was 
created for a specific purpose. It.is that which I have 


pointed out, and nothing more. 
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Q. To get back, if I may, to the original question, 
may I ask you this. If the railways wished to, so far as 
the present state of the law and the regulations are 
concerned, they could put in a competitive rate, any 
competitive rate that they want to BUG: ine Pik ita just 
as you point out, they feel that they should not do that 
sort of thing. 

A. I feel it would be disastrous to the economy of 
the country if they did. 

Qs But they are able to.do it, in the ordinary meaning 
of the word "able", are they not? 

A. To the extent that highway feld.-.. are 
competitive, I presume they have that power. 

A. And in the past they have put in competitive rates 
at prices underneath the truck rates? 

A. Oh, yes. I admit we have reduced our rates maybe by 
$50 million dollars in the truck competitive area, to hold 
business:3. I mean $50,million 2 year, 

Q- Is it not an accurate statement to say that today 
truck rates and rail rates in eastern Canada are on a parity? 

A. No, I would not say so. 

THE SHAIRMAN: On what? 

MR. HUME: On a parity. 

THE WITNESS: No, I would not say that. They are only 
on a parity to the extent that the trucker desires to 
handle the traffic. If the traffic happens to be bulky, 
or if the traffic happens to be awkward, the trucker just 
puts in a prohibitive rate and that gost is handled &t 
a loss, . How much can you say there is parity under those 
conditions. 

I will begin with specific rates on specific 
commodities. Taking a specific commodity between Toronto 
and Montreal, I suggest to you that the truck rate and the 


rail rate are the same. 
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A. That may be, on a Specific commodity. That is not 
Strange to imagine. 

Q. Do your studies indicate that they are the same 
today? 

A. To some extent, yes; and to some extent, no. 

Q. To what extent no? 

Ax L Sagould not Say specifically. I have already 
given instances. =: You take certain Specific commodities, and 
you find that the rates are the same. I take certain specific 
comm ities and found out there is a vast difference in the 
rates. 

Q. Have you got one that you could give me? 

Ae ohink T could. They have already been riieg, I 
am informed, in the association brief. 

Q. Taking the commodities upon which the rate is the 
Same, do your studies indicate whether those things are 
Still moving by truck ? 

A. Some of them are; some of them are not. 

Q. In other words, Mr. Fairweather, what I am leading 
up to is this. In your discussion . as I interpreted it, 

: uneconomic competition, is based purely on a price or 
cost basis, and you ignore certain other factors in relation 
to shippers who use trucks such as flexibility, speed, less 
handling and things .like that. Will you discuss = that 
feature with me? 

A. I think I have taken those into account. Necessarily 
a man under certain conditions may be prepared to pay a higher 
rate than he otherwise would. 

Q. We are talking about commodities moving at the 
Same rates. I preface my question by’ saying that. We will 
talk . about other ones later on... Will you discuss with me 
those commodities. You Say there are some that move 


between Toronto and Montreal at' the same rate? 


a 


=< Gy Raddy 


aie es! 


Sates ya bomimOe™ " oensok F | 


¢ 
MAL otto ore yest Tedd otece ‘soc sbbuerante eB in? 
1) oe Ant ~~ ek ryetos: ee 


Be cs ee My te ee a £ rome: 7 vet area ay 
ws, PM eye od btm; sayy Poste: cease ORY. AS a 


| hee: Sdredite. daaag OPEL y s 


: OS a oye etincnln PAD mae > veut: song . Pe F + 
: heivih. oyetil. JtRelvioeet Wee 20n: pei: core 
: eres x ay ay atic fevy ee anes ‘ Ds ¢ bus Aral: ney ia r 
eh J Fa See: Pee: TORE ‘+ ED YS 4 ay ~ 2 
‘ ‘ . 
. Le “t age 
eae ns ames : ? s nt a5 sf Py ae Lee: Cry ; aan ef Rea 8 a ire ‘ Sat i 2 OE, 
, - 


i g ets eC ; ent — ee eee Wiha s ce hee Pe . (4 
412° met ome: trey ee eth oenthit dine Ramet mia: Galo coe meme 


: | | .BOtAS 


* a 
-' 
: 
1 
ay . _ a : 
¥ $ ye i % 
é 
. 
y 2s es 
, .% Py Mel 
. ai ; 
7 rie as - i) 
a. 
on 
ay 
: h 
f 
a “ i Ties ~ 1 re ~ inf nb i ae aie * ® 
i x % a % ; » 
as f oe" ‘ { i i a piers; eee J keos es Ane! ' rs >. h 
- ’ 
. 
7 * 
2 $ y . - mse, ex —— ee vc 
of fe. Desryier Peers aT: ‘ ep GOGH ea fae be 
as 
5 
: td 
4 - ay 4. “} © A ’ a 
b f, set ma) 7 Se fet sation ia ~ a. Ss wif- * 
rch Pa hia #F cet Hy Te os ae : ey oe . a ae 8 A ees 
> ‘ = j 


Bik pal ®: ‘7. 


., San ae , Send Womens a Pag A Keats 3 2ee . 
EO Gk Bias “gee el G1 D dy NOAGH STR: , 


Se te Ree s,s ares pape vi ee 4 eee ee ee oe bien ee 
VE eta of eration) terhio eerie POG MCE Dee ee eeoo cee 


be wy 7 . 5 me OE 2) . 
: 
% ; 7 “ * he - 
% 4 iat " a Vg a p 2 Pe > C 7 dh - . ww . le. 
: eek Lato te owe ott ieet™ we ee ROG Lf cae” sqqees 4, as 
ol - R ‘ 4 - tf } see M be 
gyi (ep beg } oh S) 5. agit Pee geeks Dore t 


Soe APD SHAR Fy 
fiiscon off osond moved oval Caaited +6 

x ee cans sas ait ee x ol ity Foe & ‘¢ ” pet ity 45 eew Aes is 
pened gf ven ertolt linge aes SsS S 
(tow oabwredtio qd nag est 


fiyom nol S hiommoo’ Geed ‘gotsiibng wee. ot fi 
at 

+, 

wiiyae 0 wolegig me aosterg f pander aa vill 


voy if 2W-., qo eee SeBeE duode wake 
P ‘ | ; J oes . ue ts Wise 

oq sr oedd ee MOF sed LEP 
fey’ cote“ orte* ah ae a¢ 


A i 


-20192- Mr. Fairweather Cr-ex, 


A. Yes. 


Q. Some’ of them are going by truck and some by rail? 


Aes + 


Q. I wanted to ask you whether or not, in your 
discussion of the phrase "uneconomic competition'you did 


not ignore certain other features. 


A. I say that is uneconomic competition. 


(Page 20199 follows) 
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SPE 2G Ws moving et the same rate? 

A. . Por the reasons I have stated, Certeinly I ssid 
it wes uneconomic competition. 

Q. Well, would you heve that @bolished or amended or 
Chenged in some woy? 

a | certoinly think Something ought to be done 
about it. Just how thet should be eccomplished I do not 


know, but for the Live of me T eonnot sce thet this country 


thot the highwoy is eroding them beyond the economic zone, 
“nd something ought to be done about it. 

ants 8 a a right. Now then, suppose I have 9 specific 
article in the city of Toronto pnd I want to move it to 
Montreal by the Canadion Netionsel Roilwey, how meny times 
as 2 minimum would you sey it would have to be hendled, 
from my factory-~-- 

A. «re you tolking sbout ts a 

Qe Tati telking about l.c.1l. now, from my foctory in 
Toronto to your store in Montreal. 

A. It would be hendled with oa pick-up truck to the 
freight Shed, it would then go by reil to a Shed in Mont- 
real, where it would be hendled to o delivery truck, end 
thot would be the Sequence by roil, 

Q. Now, Supposing I wented to ship thet by truck--- 

MR O'DONNELL: I think thot is ®lreody in the 
record in some detail. 
MR HUME: It may be in the record. 

Q. If I wanted to ship thet some erticle by truck, it 
1s possible, ig it not, for me to hove thot handled only on 
the truck ond off the truck? 

A. Yes, but not usuel, beceuse--- 
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Mr. Foirweether, cr-ex. 
enawer. (Tt 1's Possible but not usu3l. When trucking 
first st:rted of this noture that was the stendard pro- 
cedure, but truckers very quickly found out that they were 
up against identically the some problem in 1.c.l, troffic 
thet the Canadian National R tlway and the C-nadian Pacific 
Railway have -- thot is, they had to hove pick-up trucks 
of their own, bring it into freight depots, handle it in 
lorge vehicles over the roed, and then breok it down end 
distribute it 28°in. You connot imagine en 1.c.l. shipment 
delivered in the city of Montreal from @ truck trailer by 
individusel peddler, ond it would not be permitted, end the 
net result is thet there is very little difference on the 
overage. Now, it is Just one of the necessory developments 
when you expond that perticulor type of treffic. 

@.. Well, I Suggest to you, Mr. Fcirweather, thet if 
you study the situction you will discover thot whot you soy 
sbout the terminals ond pick-up ond delivery is true of 
Some of the lorge Operators in Ecstern Caneda, but by ond 
large in the industry it is not So; is that not correct? 

A. Always you will find the fringe Operetor who is 
operating very much on 7 Ssmoll basis, ond he will oct as 
his own pick-up ond delivery, end he coerrics his office 
under his hat, ond thet's thet and that determines the 
level of his Soctivitiess; but immcdistely he becomes > fector 
of eny size in the tronsportation geme he is up 3g2inst this 
some subdivision of Qctivity. 

Q. And from your Study do you hove ony idea os to what 
the percentoge is between the operstors who had these 
terminels cnd pick-up end delivery service ond the other 
Operstors in the industry? 

A. I heve not at the moment, but I know thot the 
tendency is very strongly in the long heul inter-city move- 


ments to the latter type. The little fellow connot operste 
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in thst zone. Mina you, I think you ore forgetting thot I 
allow the trucker a Zone where he is economicel, end thot is 
2 foirly substantial zone, end in that zone one of the mein 
reesons for his being economiecrl is the very point you reise, 

Q. Now to get back then to my originel point, about 
the hendling, I am only mentioning that to illustrete some- 
thing, ond I om going to suggest to you that if I in 
Toronto wish to have my merchondise hondled in the woy I 
have described, is it uneconomical for me to go ond pey 
whatever the toll is to move my goods over the highw-y? 

A. No; you should be at perfect liberty to do what you 
like, but in making your choice Some mechinery should be 
invoked so thot you would realize thet when you did that 
perticuler thing it had side effects, becnuse your 
choice of transportation by highwey is > selection from 2 
very highly complex rate structure by roilwey, ond you cs 
the shipper would be receiving benefits for which you were 
not poying, by reoson of having svoeiloble to you the portion 
of the rete structure for Shipment by rail thot you found 
desirable, ond by reason of choosing some other form of 
trensportotion when you so desircd. I have seid thet the 
rote structure, the railway rate Structure, is >711 inter- 
releted, and when o mean enjoys on extremely low rete on o 
long houl shipment to resch a merket, he enjoys it or hos 
enjoyed it in the pest because the reilw-y somewhere else hod 
levied pert of thet cost on some other treffic. 

Q. I understend cll thet. 

no Yee, 

Q. Now, you hove ogreed with me thot if I wish to ship 
thet merchandise by two hondlings it is not uneconomic com- 
petition if I go out end hire o corrier to move it; you 
have 2greed with me to that extent? 


A. Within limits, yes. 
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me VOW Boy T Should reclize certorin things 2bout 
the cconomy of the rete Structure, but, ossuming oe Ot 
thet, it is not uneconomic is thot correct? 

A. You o2re putting words in my mouth. 

Q. Well, I om not intending to. 

A, I said that there fa 4 zone in which the trons- 
portstion economy of this country is benefited by shipment 
by truck. I om only tolking of that portion of the move- 
ment which igs beyond that zone, 

Q. Well, there igs - considerable smount of movement 
beyond thet zone, isn't there? 

As .YO8) thet 16 the unfortunete port of it. 

Q 


4 


And shippers ore willing to ship by truck even 
though it does not cost them less, becouse we heve 
“greed thet on some rates at leost the price is the seme? 

An Yes, but you ere forgetting that the roilwey 
hos reduced the rote structure by this 550 million. Thot 
is something I could not Just leove out of the picture, 

Q. No, but when the--- 

A. That is very important, 

Q@. When the railways increased their competitive 
rates eastbound to the truck rates in Eastern Canede; do 
you know that? 

A. Well, I presume that they would go up to © degree. 


Q@. They went up the same, didn't they? 

A. I could not soy that they went up--- 

Q. You do not know thet? 

A. No. I know they went up; whether they went up 
the same or not, whether they were uniformly epplied or 
not, I do not know. 

COMMISSIONER INNIS: Q. The $50 million you 


mention is both roilweys? 
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A.tiThet As my estimate, Sir, of the emount by which 
the railwoys reduced freight retes to hold treffic to the 
reilway. 

Q. It is both? 

A. Yes; that is the railwoys of Canada, 

MR HUME: Q. ‘nd whot Period does that cover, 
Mr. F irweather? 

A. Thot would be applicable today. 

Q. A year, though, is your figure? 

PreutOhy yes, 2 year, 

THE CHAIRMAN: Q. You soy $50 million © year? 

A. $50 million a year in rate reductions in truck 
competitive territory, 

MR O'DONNELL: To hold traffic, 

THE WITNESS: To hold traffic. There is a lot 
MOPS Me Glacnoh holds» There 1s $60-odd million more~--~-~ 

THE CHAIRMAN: 2. When you Say you did not hold, 
do you mean that you did not try to hold? 

A. Oh, we tried to hold it, but, you Sce, the process 
of reducing rates to a point where we could hold it was 
too painful, ond the Judgment was thot they hed to let the 
treffic go rather than hold it by reduced rates, 

MR HUME: Q, Well, am I correct in this, Mr, 
Poirweather -~- in order that we con have the record ag 
complete ag possible on this igalal meee my instructions are 
-- and you have Studied this thing over many years, so you 
Will be able to correct me -- that there is no price war 
between highway ond railway competitive agencies in Canade 
today? 

MR O'DONNELL: No what? 

MR HUME: Q. Price wer, where one undercuts, snd 
then enother undercuts, end then enother undercuts, and 


there is a gort of spiral down the sesle -- is there? 
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Sani Well, T Dealiy do not know, but, knowing whet I 
have found out about truck operations at verious times 
when I examine it, I would not be Surprised if there was 
Something of the kind; ond alweys we must remember this, 
thet wherever an individuel Shipper hes enough volume of 
treffic to handle his own goods in his own trucks he will 
Set the level of charges by the cost of his operation. 

Q@. Do you mean by that that he will g0 to the rail- 
ways and sey, "If you don't glve me such-end-such 2 pate 
I will put my own trucks on"? Is thot whot happens? 

ay) SES, certainly; that hos happened, and I have no 
doubt it happens to truckers too, 

@. AS a matter of foct, Tf think, Mr, Fairweather, it 
Wes egreed here -- Mr, Jefferson gave some evidence that 
the egreed cherges in Eastern Canod3 at least on petroleum 
and salt came about for that very reason? 

A. Yes, 

Q. There was not any truck competition on petroleum 
in Eestern Canada, was there? 

A. Well, there was very definite prospect of LG. 

@. By the Shipper himself, though; isn't thst correct? 

A. Oertsinly, 

Q. Yes. So that r Suppose then you will agree with 
me, thet the reason you ststed yesterday thot you do not 
believe that restrictive legislation or restrictive regula- 
tions will solve your problem, is because you have always 
hed this ability of the private individual to buy his own 
transportation? 

A. Yes, I have ssid thot, 

Q. Something he did not have forty years 3g0? 
A. Yes, 
Q Then do you egree with the Reilwey Association in 


their submission where they go so far or went so far as to 
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Suggest that even the privete shipper had to be re- 
stricted in his own trucking? 

A. Well, I do not know thot they saiq restricted, 

I think what they seid was thet he had to be teken into 
account, end that if you ettempted to deal with this 
highway problem without taking the private Operotor into 
eccount you would leave @ loophole there that woujld 
destroy your attempted control, 

Q. And do you believe that that is possible in 
Canada? 

A. What is possible? 

Q. The restriction of the private shipper? 

A. Well, et least I think you con exemine into the 
whole problem in 911 its implications »-nd work out some -- 
you should be able to work out something that would permit 
the individual to make an intelligent decision as to how 
he wished to Ship his goods, ond where his own private 
incentive parslleled the good of the whole trensportotion 
economy. That is the real problem. At the present time 
1t is out of whack, What is good for the trensportetion 
economy of the country is out of line with the inecntive 
of the shipper, ond eagein I want to make it very plsrin 
thst no shipper faced with thet decision cen do anything 
Other than he does, 

Q@. Well, at page 9297 of the transcript, 2t volume 
48, according to my notes, Mr, Gaffney, > witness for the 
R ilway Association, in interpreting their brief seid that 
it wos because of this feer thet the shipper could buy his 
own fleet of trucks that the Reilwsy Associstion stated 
thet in their view you would have to control the privete 
Shipper, and there was some discussion. 

A. It seems to me what. you hove to do is try ond 


work out some sort of orrangement whereby you would epprox- 
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imate to a free market position, so that individuals 


economics; and if that iS possible of echievement, then TI 
think you could leave to the g00d sense of individuels onq 
their normal competitive instincts the problem of edjusting 
the highwey to the railway economy, and each would finally 
Bind sits Proper location, I have en inherent dislike of 
ertificial conditions, with the necessity of policing them. 

®. Well, what I em trying to fing out from you, Mr, 
Fairweather, is whether or not you go as far es the Roilway 
Association witness in interpreting their brief, that it is 
because of this fear that the Shipper can buy his own fleet 
that you feel thst you hove to control,-- I am using the 
word carefully, control -- the private truck, Now, either 
you believe thot or you do not, one or the other ? 

Pee Well, It depends on what you cell control. I think 
I have made my position plain. f egree heartily that any 
attempt to deal With the situetion 28 between reilways and 
highweys must necessarily take the private Operstor into 
account, and thet is 88 far as I can ZO. 

Q. You Stated, I think, yesterday, end gave your 
reesons, that you do not believe in restrictive regulation 
or restrictive control, end all I went to do is to see 
whether the position of the Conedien Netionel Reilweys, for 
whom you are Speeking, is now somewhat different from the 
Railway Association, becsuse in your brief you say you 
adopt their Submission? 

i. Well, At. all depends on what you meon by control, 
Whst I meant wes this: I do not believe thet somebody 
Should issue an edict end soy that trucks should not be 
Permitted to haul goods more let us sey than 50 miles, that 


Some boerd would decide that 50 miles or 75 miles or some 
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other Mileage was the economic limit of truck carriage, 
and thet therefore nobody should be permitted to truck 
more than 50 miles, I think thet sort of restrictive 
Legisistion =~ and it has been tried in verious countries 
== I donot egree with it, All I am Saying is thet here 
is oa very substentisl problem, it involves the national 
interest, ond because it involves the national interest 
it should receive very, very careful consideration, end I 
have not got at the present time eny clear-cut Solution, 

| 2. You have been very close to this problem, as I 
know, for 3 great number of years, end may I Suggest to you 
that the reason that you are unable to srrive at a clear- 
cut solution is thet perhaps there igs not one so long as 
you have the private individuel potentially his own shipper? 

A. No, I would not say that necessarily, 

Q. Are you Qwere of the development in England 
recently where they have restricted the commercial ‘trucker-- 

THE CHAIRMAN: I beg your pordon? 

MR HUME: I esked Mr, Foirweether Whether he was 
ewere of the development in Bnglend recently -- I think it 
started February lst -- Where they hove restricted the 
commercial trucker to 9 radius of 25 tiiles;. J think it is, 

THE CHAIRMAN: ‘The commercisl trucker? 

MR HUME: Yes, Mr, Choirmen, 

Q. Are you aware of thet development ? 

A. I have read whet is going on over in Englond; I 
have read what is going on in France too, 

Q. Well, let us telk about England first, and then you 
can talk about Frence efterwards, Are you aware 31gso that 
the restrictions imposed on Februsry lst heve not solved eny 
problem, that there ore Just es meny trucks travelling the 
highwoys? 

A. Well, I think it only confirms whot T have stated. 
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Q. So you will egree with me thet thot sort of 
thing is not ony solution? 

A. Well, I have Stated thot. In my direct evidence 
I stated that, 

2. And to that effect therefore the C nadian 
Netionsal Roilways -- well, perheps thet is too wide. You 
at least do not egree with the Submission of the Roilway 
Association of Coneda in that espect? 

bin HO... Say it depends on what you call control, 

Q. Well--- 

Aa... de Ao not think the Railway Associsetion ever 
intende” in their wording there to Sey that there should 
be controls of the neture that you are talking of, 

Q. Well, at page 9298 the witness seid that the 
Sphere of control must be a mileage Sphere; that is clear 
enough? 

A, Well, yes, but the mechinery of applying the con- 
trol is the important thing, end that is what I am talking 
about. 

Q. Now, Mr, Foirweather, at page 20122 you discussed 
the fact that co-ordination between roilway transportation 
and truck transportation would lead in some cages to a 
better service to the public, end go on. Mey I ask you what 
has been done Say over the lost twenty years in your 
experience to sit down with the highway operators end try 
to work out some basis of co-ordination? 

A. Oh, we have had meny tolks, very meny, and we 
heve worked out some co-ordination projects with individuel 
truckers, 

Q. Heve you discussed the possibility of 
abandoning unprofitable branch lines ond letting the inde- 
pendent truck Operators handle the freight? 


A. Well, when it comes to that, the railway is not 3 
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free agent in the ebendonment of 8 railway, 
Q. I reslize thet; you heve got to get permission, 
A. We hove, however, Observed the results upon the 
territory of the abandonment of brench lines eng 2llowing 
the community to depend purely on truck Services, snd it 
Le 2 Stertling thing. I had an Opportunity of observing 
& very careful Study of that Sort of thing in the Western 
United Stotes, where & railway line of considerable length 
through on *ericultural country was ebandoned by resson of 


fierce truck competition that had destroyed 31] the high- 


coal end groin end, generally Speaking, the heavy com- 
modities moving long distances, A project study was meade 
of that ares to see what the result was when the railway 
Service was withdrawn, ‘The net result was -- it is a bit 
of an education -- in the first Place the value of property, 
of the farm property in that apea, went down about 30 per 


Celw@y ti 7 recall the figure, and the Over-all cost of 


up 32 very Substential amount -- I have forgotten the exact 
figures, But, you See, immediately the community was thrown 
directly on the highwoy, and these heavy Commodities hsd to 
be transported by truck, the basic high cost fector of the 
truck came to the front, and it was 9 beautiful illustration 
of exactly what I have been saying here, Yoy see, these 
fellows living on the branch line, so long as they coulda ship 
their high-value Commodities by truck, mede an economy in 
their pocket, and the trucker made money end the rellway lost 
money. Then when the railway decided it was ll through with 
losing money snq got permission to abandon the line, then the 
whole burden of transportation was thrown on the truck, end, 
being thrown on the truck, the truck ,hsving to hendle these 


heavy bulky commodities, just Simply was forced to put in 
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rates in effect thet were higher then they had been by 
reil, and that diminished the margin of profit of every- 
body in the territory, end that in turn reduced the value 
of their property. This Study is e matter of record, 

THE CHAIRMAN: Q. Whset was the finel result? 

A. Well, the finel result is that ell the people in 
the community just had to put up with a lower Stendard of 
living, that is aud la Be 

COMMISSIONER ANGUS: Q. Has this Study been pub- 
lished? 

A. I ren ocross it, oh, I think now about -- it was 
prior to World War IT, and I think it wes published, as I 
recall it; but I was interested enough in it at the time 
to go into it to make certoin thot it had really been 3 
project study, end it wos. 

MR HUME: Q. Where was it, sgain? 

A. It was out in one of the mid-western States, and 
it is a beautiful illustration of this thing that I have 
been talking sbout. On & small scale it illustrates 
exactly the nature of the problem, 

Q. Now, as I undefstand you, you make the proposal 
thet the Prince Edwerd Island--- 
THE CHAIRMAN: We will take a few minutes now. 


(Page 20212 follows) 
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---After recess, 


MR. HUME: Q. Mr, Fairweather, just before the 
recess I was asking you what efforts had been made to sit 
down around the table and see if you could work out your 
problems, since you have been Studying this problem over 
the last twenty years, and you explained to me you had 
had some discussions with truckers about co-ordinated 
service, Can you elaborate and tell us to what extent 
that has -- 

A. These discussions have taken place at various 
times over the years, We are always ready to meet ana 
talk these things over, I cannot go any further than 
that. 

Q. I understand that the Canadian National Railways 
have recently made a proposal to the province of Prince 
Edward Island to substitute buses and trucks for rail 
Service, and I wondered whether you had had any dis- 
cussions with the independent truck operators there 
about the handling of freight or whether you are going 
to put on your own trucks? 

A. In Prince Edward Island our intention tas to 
put on our own trucks. 

Q. Did you -- 

A. Incidentally, there is no regulation in Prince 
Edward Island. Any man can get a licence, 

Q. There are independent truck operators on the 
Island, so far as you know? 

As Oh, yes, surely. 

Q. Did you consider co-ordinating with them to 
Save you purchasing your own equipment? 

A. As I say, in Prince Edward Island we are 


figuring on acquiring our own trucks. 
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MR. O'DONNELL: You are referring to the 
discussions which the Canadian National has had with the 
government authorities of Prince Edward Island? 

MR. HUME: Yes, it appeared in the transcript 
yesterday. Mr. Fairweather made some reference to these 
discussions. 

Q. Would you say these efforts at co-ordination 
between the railway and the trucking industry have been 
material over the years or just token? 

A. I don't know what you mean by "token", I am 
sure, We have had discussions. Usually when we analyzed 
the trucker's proposal we found he was on the make to the 
disadvafitage of the railway. 

Q. As you explained very carefully yesterday, you 
have a certain basic problem in this competitive factor, 
and you suggested yesterday that further co-ordination or 
co-operation might effect Savings to the railroad and 
better service. You did not expand it and I was 
interested to know what you had in your mind. 

A. I think it is obvious there are places where 
the use of the highway will mean that the railway can 
make economies and the community will get better service. 
That is the case in Prince Edward Island, and we have 
approached the problem to see whether we can get such a 
service installed. We have many places in Canada where 
we supplement rail service with highway service. 

Q. Am I correct in understanding that your refer- 
ence yesterday at page 20122 of the transcript was not 
to co-ordination with existing independent truck and bus 
operators but to co-ordination between the railway and 
railway-owned highway transport?! 


A. Not necessarily; we have arrangements with 


independent operators. 
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Q. As I understand it, you have arrangements with 
independent bus operators for passenger service; is that 
correct? 

A, And freight. We are willing to examine any 
proposal and if it meets sound tests of economics “afd 
prudent managment - well certainly we have not got any 
preconceived idea of just what is going to be. 

Q. As the senior service, so to Speak, you want 
the truckers to come to you with proposals. May I ask 
this. You have a problem. Have you taken the 
initiative in any of these things? 

Re. VYédy 5 would say all of the proposals that we 
have put in that were found to be sound were initiated 
by us, or at least the majority of them. There may be 
one or two that came the other way, but by far the great 
majority came from the railway. 

Q. Are you satisfied that the railway you repre- 
sent is really doing its utmost to try to solve the 
problem by co-ordinate action between these two different 
means of transportation? 

Bis Co-ordinate action certainly would not solve 
the basic problem that I have laid out, but the 
Subordinate problem of fitting the two services together 
where there is a real chance for economy and improved 
Service is something that is receiving constant attention, 
yes. Incidentally, I have a responsibility in that. 

Q. Have you ever published joint rates between 
the railway and an independent truck operator, that you 
know of? 

A. Well now, you are really outside my territory 
now on the rate structure, 

Q. All right, there is one last question, one last 


point which I should like to get at. You told us 


a eet, | pid i Ai vi te 
it erhnewsarmeeny aval saroy ase boners eA 
aa sal sp aclvenas neemeway neh] eatin Ramer A 


MT octiMD | = 


Mon -entiees ol avin ote .6W . ee aad cA - 


hoe aciimoncns. fo skest Crute. eho ist Tet ae igasioun 


We SR stor Gah ow vgidtetsen Dlew ~ taemeainin oe é Bitttr: 4 


+4 sae - 2 ert Me 7. ar iy a sed Ra Aen Per 
OU od sunken ut crete Sag h tie Beet ‘hevisonanet 
Soh oa 7" “ial oe : SP ee ee eee ayer on 
doen uy onsede ot oe... oulemen neni oY BA 20 
aa ae py th : Lyte ea paate ¢ tages PM dete brig c264 ~ochif; 
re Ll ie o@ Ml HURON PUL See Tape ahs oy 4 Hii A Ses tSZICl Sy eG 
STON Re, or ene Teer rece OPPs me ee sempre yr “pity | 
Sakis sits Wad coh oa Fe he a ee | By rely Poe as Ca Ss Seer 6's 08 o | 


- i Ts alls abe % Be Pe _ *) 
ae Vi te lhe ‘oe Die 4 28 
f ry . ; -? 
‘ en 
ig . 
‘| iV r EAS 5 ere yeh copa Hiovaanb Vea ceo ty cngay meal 
nN Si Te UGK. tse SESS, a es ees 
ive : 
Tae 
ii “y é: 
we " Hevegs ge ree’ te es . SY! Wa 
y 5 wee es PT ewe She EEE “ AS) 


Hid .aew amity of? smd Feds tt “to Sto 


‘net intern Wihks Pe ah 


e j . ~ 
ie tek ‘ih ‘otk 
f 
6 
_ pre € ; feet eee we ye ee fet ae) Ee 3 sl det 
a wre git LESS an + ah GAREY SAE AREY Wd Bee Qf eg 
Poy 
1 - 
“e ogi Oe Ae apidashntt Paci Reb h a a 1. ey ee On wee) 
iter sR ih Oe eek osowedl senitimn oP og Rees eee 
a Tra a es s eo nf 
bie} hy Pars 4 Bi i €0) wo, 4 Wh god = es 
, 
Geer Cee aes | Pade dteacy | wee cy scout lacie < Soke Lui chat che eae oii GA f 
-f bag | ay a wu Wah £ nO e. Wh) eee PE hee uF oes 4 Serie leah ose re 7 of 0) t ne = Nyt Cra! 
‘ 
‘ 
we ail ls Wee a re ame eer hg re ee, ee ira 
sate Suet oto hired? oat | ashy eee reegi Pee ead 
| te Mos  BSt CPUs ie th “pee S 2h ty ee Date cee 
‘di ¢ L” 4 7s ixys 
“sot ote) LRet BBE Stans srery 
on ey anneal Lh r ee ee SF Ts Sie in, Seka 
¢ ae AB aps aa a | a - Peta & cA ‘ a ae . 
i gfeRia ate DR i ae ¥ Ng yey meer Seid Gh sah y eee 4 
oe 
.- ou os 
“s oof ice see? ana 43" pane he ; al OF ih iat, Pt) iy fi 1p cay 
a eM Sa. A * vom aD |e hoe eal Yas +e 4 ig he od 2. P38 » £3 
o 
. 
wa 45k one ‘ = set ik is i a. 
nssuted astesn Gabel Sadeticun seve GRY OFA ae 
Erno 4 os tl ee we eet — Pree speey ni # ary ity 
x uae ieee Le » & pede’ | s 4 Lon" pee , ie! weg Fo TEEN 
a) AD A 
' ia Pie wed 
= @ 
vF 
ee ee aver deper and see) Riera ues Ps" 
wrotl@ey yr eitatsec vilseat ete wey ower tls Yak 
‘ c 
i 
> tenes Porc 
ott suede wae i nc ac wolf 
“ @ 


i 


“io eb aqartd 


tee 


: hig Ai go (Mabie tea 


igs tha ¢ gem 
: fae 


aw’ bios yoy 38 fog oF oHkt etwadde 1 


s f Fis ' i 


‘re. iL ere a Se | hes ted 


- 20215 - Mr.Fairweather,cr-ex 


yesterday and again to-day that you do not believe that 
restrictive legislation or restrictive control is the 
answer, May I ask you what about certain proposals 
that have been made before this Royal Commission to put 
federal regulation on interprovincial and international 
traffic? 

A. Well, I have stated in my Opinion that is a 
national problem, and to the extent that public conven- 
lence and necessity enters into kit I certainly think 
it should be controlled from the national standpoint. 
That is the whole tenor of the Railway Association brief, 

Q. If I may interrupt you there, I understand 
that your evidence yesterday which we have been dis- 
cussing this morning somewhat gets away from that. You 
Said you did not believe that restrictive legislation 
or restrictive control was the answer to the problem, 
May I ask you again whether or not you think restrictive 
legislation or restrictive control by the federal govern- 
ment will be any more the answer? 

MR. O'DONNELL: On interprovincial traffic, 

MR. HUME: Only interprovincial. 

THE WITNESS: Again we seem to be at cfoss 
purposes as to the definition of "control". I have 
made my position as plain as I possibly can, and I have 
nothing to add to it except to say this, that one of the 
tools in my judgment which will have to be expanded and 
made more flexible to meet this problem is the agreed 
charge. I think that is one form of approach to this 
problem that holds some degree of promise. 

Q. To get back to the question again, take the 
emphasis off the word "control" and put it on the word 


"restrictive" -- 
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THE CHAIRMAN: I did not hear you, 

MR. HUME: Q. {To get back to my question 
again, take the emphasis off the word "control" and put 
it on the word "restrictive", My question was do you 
think federal restrictive legislation on international 
or interprovincial traffic is any more the answer than 
you have indicated previously? 

A, I have gone over that time and time again and 
made my position plain. I have nothing to add to what 
I have said, It is clear on the record, as clear as I 
can make it. 

Q. Will you bear with me when I explain to you 
that it is not yet clear to me. I think my question 
can be answered by yes or no. I will ask it again if 
you are not clear about it. My question is do you 
think that restrictive federal regulation. on inter- 
national and interprovincial truck traffic is any more 
the answer to your problem than you have already indi- 
cated? 

A. I can only say my position is as clear on the 
record as I can make it. 

THE CHAIRMAN: Q. Do you say yes or no? 

As I do not think I can answer yes or no to the 
question, 

MR. HUME: That answer is probably self- 
explanatory. Thank you, Mr. Fairweather. 

COMMISSIONER INNIS: 9. You have said a good 
deal about the developmental lines and the role that the 
railways have filled in opening up new territory. Are 
there many places where branch lines could now be built 


profitably? 


jlye Are there now places where branch lines could be 


built profitably? 
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‘Qe Are there many? 
A. Well now, profitable to the railway? 
Q. I do not know what you have in mind. You have 


Suggested throughout your argument that you have a great 
interest -- 

A. Zee, 

Q. In developing new territory. You have indicated 
there are very few places where it seems profitable to 
build branch lines, I am wondering what you have in 
mind. 

Be Well, there are not very many places where 
a branch line holds very attractive possibilities to the 
railway, at least for many years of development, but if 
you lift your sights to encompass the whole economy of 
the country that changes it entirely, and there are in 
my opinion many opportunities in Canada, or will be, for 
such development lines. We have several under study 
at the present time. 

Q. You are making such a point of the disadvantages 
the railways were operating under following competition 
from trucks in opening up development territory? 

A. That is right. 

Q. I wondered whether you simply had in mind a 


sort of vague generalization about the future of the 


country or whether you had in mind specific develop- 
ments? 
Ae I had in mind specific instances, We have 


before us at the present time several proposals for 

development lines, and if we were sure of receiving our 
proportion of the secondary wealth distribution created 
by that development, under a rate structure such as had 
existed prior to highway competition, it would make the 


problem of extending the branch lines much easier. That 
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is the point I wish to make, 


CROSS-EXAMINATION BY MR, Mac PHERSON: 

Q. Mr. Fairweather, in volume 65 of the evidence at 
page 13646 during the cross-examination of Mr. Walker by 
Mr. Covert a question was asked and an answer given, and 
I want to read the question as put to Mr. Walker and Mr, 
Walker's answer and to ask you whether or not you agree 
with it. This was the question: 

"Q. Now, I just wanted to ask you one question 
on this point. I think an article was read to you 
this morning by Mr, Campbell suggesting that the 
railways may be pricing themselves out of business 
in the United States. My understanding is that 
your view is that that is not the Situation in 
Canada, that the railways have nowhere near 
reached, I think was the phrase you used -- 

A. That is my view, yes. 

Q. --- a rate level which would price the 
railways out of business? 

A. quite so." 

Do you agree with that statement of Opinion by Mr. Walker? 

Ae No, honestly I do not. 

Q. Well, will you tell the Commission why you do 
not agree with it, Mr. Fairweather? 

A Well, I think that the tenor of my evidence 
explains my doubts and my disagreement. I think when 
the rate adjustments presently in effect and in prospect 
before the Board of Transport Commissioners, supposing 
they were granted in full, are applied, and having regard 
to this canker of highway transportation which I say is 
growing bigger, I have a real fear that the productive 


economy of our country will be disturbed and that marginal 
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producers will no longer be in a position to see enough 
profit in their operations to produce, and that coulda 
easily start a Snowballing effect. I am a development 
officer, and as I have Said, I firmly believe that our 
high standard of living is keyed into the incentive that 
is present in the producers of our basic commodities. 
Those basic commodities historically have always enjoyed 
low rates, and the prospect of increasing the rates 
beyond the levels that are now in contemplation is some- 
thing, that, as a development man, I look on with a certain 
degree of reservation. It is made clear in Mr. Gordon's 
brief that there is a ‘fear expressed there looking to 
the future that the railway might price itself out of its 
market. 


MR. MacPHERSON: Thank you very much, 


CROSS-EXAMINATION BY MR. FRAWLEY: 

Q. Mr. Fairweather, I only want to ask you about one 
matter. I do not suppose you have had an Opportunity of 
reading the proceedings of Monday last before the Board of 
Transport Commissioners? 

A. NO,.Sir, LI have not. 

Q. In the so-called mistake application? 

AY No, S1Y, 

Q. During the course of Mr. Evans' argument in reply 
he touched on the question of the increases that had been 
made in competitive rates, I think I am putting it to 
you fairly when I say there was a Suggestion from 
provincial counsel that further revenues might be obtained 
from competitive rates, and that probably the deficiency 
might be altered to some extent after further revenues 


had been taken from competitive rates. In his argument 
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in reply Mr, Evans was dealing with that Suggestion. At 
page 6182 he gaid: 

"Now, I Say really what we have given by putting 
in that additional one per cerns, 3e 

I am sorry, Mr, Fairweather, that I have not the exhibit 
which would show Clearly the one per cent Mr, Evans was 
talking about. 
"-- 18 a gift to our friends" - 
Provincial comnsel, 
"-- because we have not put it into effect, 
There is doubt as to whether we will but 1t does 
decrease the deficiency to Sive credit for that 
increase which we have not ety. 
Then at the bottom of page 6182 he said: 

"If you are going to increase these com- 
petitive rates up to the ceiling that they talk 
about, you quite Obviously would not be meeting 
the competition and you would lose revenue -- not 
Sain it. 

Commissioner MacPherson: That is my point. 
Then, to obtain revenue you have to go to Somebody 
else? 

Mr. Evans; Exactly. 

Mr. Frawley: You know where that is. 

Mr. Evans: That is, a8 I say, to give our 
friends the benefit of an increase that we have 
not put into effect and probably won't put into 


effect as we did in putting that one per cent extra 


in there which is a gift to them." 


(Page 20223 follows) 
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Now, Mr, F irweather, I take it from that, without being 
unfair to Mr. Evons or what he was Soying, thst Mr. Evans 
WeS expressing the very real concern about the ability to 
further increase the competitive rates; would you egree 
with him in Seneral -bout that concern? 

A. Well, by definition, of course, 4 competitive rote 
represents a rate which the skilled ratemskers of the 
Traffic Department believe will move the treffic in question, 
These men sre Skilled in their Job, and I am not 5 rate man, 
Sir, but I think by definition 3 competitive rote must mect 
that test, 

Q. That may be o little different espect from the 
one which I om considering. You know that the history of 
the ineréase Since the 8th of April, 1948, hos been thet 
the normal rates, the general rate level, hes gone up 2] 
per cent and then 16 per cent, with oa pending applicetion 
for 3 further Something like 4 per cent? 

A. Yes, 

Q. You know that at the some time competitive rates 
went up the 21 per cent which the general level took, then it 
was put up 15 per cent, speeking broadly now and generally, 
in September 1948, and that there hag been no increase, 
generally Speaking, since thet time? 

A. Generally I know that, yes, 

Q. I say generally speaking, because there have been 
some adjustments ana Some cancellations, but generally speak- 
ing thet hss been the history of the increase of competitive 
rates. Now, ell I want to know from you, Mr. Foirweather, 
is ss to whether or not you think that the reilways sre 
Sraduslly reaching 9 point where they ere going to find Tt 
More difficult to incr.esse the general level of competitive 


eevee; LT might use thet expression? 


A. Well, really, as I say, I am not o traffic men, but 
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I do think this, thot it is 5 very delicate thing when you 
start raising competitive rates to determine the point st 
which you lose the troffic, That is really o11 I coulda soy. 

Q. AS you Soy, by definition, you certoinly have not 
got the freedom in increasing your competitive rates that 
you have in increasing your non-competitive rates? 

A. Yes. 

Q. Thot is true, Now, ot the moment there igs pending 
before =r Suppose at the moment it is pending before the 
Minister of Labour -- an applicotion for oa wage increase 
which we are told might run to $90 million, covering both 
railways, Now, if that Should be translated into an 
increase in freight rates euthorized by the Bosra sufficient 
to make up thet demand in full, where do you think that 
freight rate increase is Soing to go, Mr, Fairweather? 

A. Well, I Suppose it can go where it can be collected, 

Q. Yes, where it cen be collected? 

A. Yes, 

Q. Do you think there igs very much doubt sbout it 
that it is Soing to go on the non-competitive traffie in 
this country? 

A. Well, I woula imagine the greater proportion of it 
Would likely &0 on to the mon-competitive traffic. 

Q. I should not be quoting Mr. Evans like that, but if 
that general concern is right, thot the roilways have 
Perhaps just obout reached the limit of the power to increrse 
Competitive rates __ 2s Mr. Evons soys, they did not incrense 
them -1l1 16 per ‘cent, when they increased the non-competitive 
rates by 16 pey oent << « 

MR EVANS: Mr. Frawley, I do not mind you quoting, 
but I do not think you should start to put words in my mouth, 
I never €Xprcessed any concern., Mr. Frawley; I never spoke 


Penerel ly Bhoout the difficulty of increasing competitive 
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-20225- Mr, Fairweether, cr-ex, 


rates in the future. All I Soid wes thst with regerd to 
thet the 1 per cent had not been into effect, 

MR FRAWLEY: Thoet ig right. 

MR EVANS: L also said-~- 

THE CHAIRMAN: Tf beg your perdon? 

MR EVANS: The 1 per cent we were telking sbout 
had not been put into effect, What I also snrig wes that 
the troffic officers were looking at 211 these competitive 
rates and were meking changes in them, but that thet 1 per 
cent had not been put into effect, 

MR FRAWLEY: So that the Commission will under - 
Stand quite cleerly whet this 1 per cent is=-..- 

THE CHAIRMAN; Instead of increasing the com- 
petitive rates by 16 per cent, you incressed them by 15 
per cent. 

MR FRAWLEY: Thot is right. Now, let us take 
whatever we can out of the fact that the railways did not 
increase the competitive rates even by tnst: Xk per cent 
when they increased the non-competitive rates 16 per cent. 
Now, just whotever reeson there might be for thet, perhaps 
it speaks for itself, 

THE CHAIRMAN: Mr, Frawley, you sare soying--- 

MR O'DONNELL: As I understand it, Mr, Frawley, 
Mr. Foirweather does not know snything about the details 
of the way thet worked out. 

THE CHAIRMAN: They did not increase the com- 
petitive rates even by that 1 per cent, 

MR FRAWLEY: Even by 9 full 16 per cent. 

THE CHAIRMAN: They did! increase them 15 per cent, 

MR FRAWLEY: That is right. 

MR O'DONNELL: I msy be wrong, my lord, but my 
understanding is, not only were they increased 21 per cent, 


end 15 per cent, but in many cosets they were increased 
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100 per cent or more, in many eases concelled, with the 
Same effect ng Siving a very much greater increase, [I 
think we hove hag thet four or five times, 

MR FRAWLEY; Four or five times? Fifteen times, 
I would think, 

MR O'DONNELL: Well, let us be Clear about it, 

MR FRAWLEY; Q. At the moment et least, Mr, 

Fairweather, the competitive rates have not increased 

the 16 per cent which the non-competitive retes were 
outhorized to be increased; now, that is a fect, isn't it? 

A. Well, I cen only speak to that very generally, 
because rates do not come under my Jurisdiction, 

Q- Now, you were frank enough © moment &go to say 
that it would Scem to you thot if the freight rate struc- 
ture had to carry this $90 million which is now represented 
at the moment only in oe wage bill, it might be represented 
by a freight rote bill sometime later, that the burden of 
that would have to fall on the non-competitive traffic, 
Speeking broodly? 

MR O'DONNELL: Do you went him to change the 
answer? 

THE WITNESS: Well, my answer Speeks for itself, 
but I might explain that in thinking it over, before I 
enswered the question I reoched the conclusion that the non- 
Competitive troffic is greeter in total volume then the 
Competitive traffic, 

Q. Now, Mr, BF irweather, knowing thet the competitive 
traffic is by ond lerge,the large bulk of it, in Ontserio ana 
Quebec, do you think thst it ig 2 good thing for this 
Country to keep putting these increases on the non-competitive 
areas? 

A. Well, Sprecking as 2 railroad men, I cen only sey 


this: The best t-hing I can think of for Canada is thet we 
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-202272 Mr. Foirweother, cr-ex, 


have roilwoys thot ore capeble of performing efficient 
Service, and we have to get revenues to do it, 
Q. That is right. 

THE CHAIRMAN: Mr, Frawley, mey I ask you, whot 
is your suggestion? Perheps you intend to tell us later on, 
fre you Suggesting -- you moy aS well tell me now -- that 
this attempt to meet competition Should be absndoned? 

MR FRAWLEY: No, my lord; but it does seem to me 
that this is an opportunity to focus in ® very bright light 
this very serious Situstion, where the outlying perts of 
Conedo are being gradually ona Sredually esked to bear the 
Whole burden of the freight rate increases which these 
railways seem to need and which they seem to get. 

THE CHAIRMAN: Do you intend to suggest to us 
later on just how thst ought to be done? 

MR FRAWLEY: Mr, Fairweather, who has been study- 
ing the matter for > long time, Sir, hes no solution. I am 
wondering--~- 

THE CHAIRMAN: TI am not asking you to, but perhaps 
you will have Something to Suggest. 

MR FRAWLEY: Oh, we intend to discuss it in our 
Seneral summing up, sir, 

THE CHAIRMAN: All sew ee gk eae 

MR BRAZIER: Just 9 few questions, Mr. Choirmon, 


CROSS-EXAMINED BY MR BRAZIER : 

Q. Mr. Fairweather, Mr, Hume asked you 2 question or 
two regerding passenger treffic, end I think that you ex- 
pressed the opinion thot you were probebly not sny more 
than Setting back your out-of-pocket expenses in opersting 
your passenger troffic at the present time; is that a 
correct statement of your opinion? 


A. Yes. One must, of course, understond thet the 
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-RND -20228- Mr. Foirweather, cr-ex, 


railwoy pessenger Service, ag [I Sdid, is not Something with 
regard to which the railway is 9 free agent. We have to 
run these services for public convenience ond necessity, 
Now, if you take the whole bag of tricks, I think thot the 
railway is lucky indeed if it gets back o new dollar for 

6n old, but if you assume that it is port and parcel of the 
Set-up of o railway industry thot there shell be a pessenger 
Service, and you look then only to the volume of passenger 
Service against that background, it becomes 3 little dif- 
ficult, and it is such that I might Sigdatwces it this woy: 
It msy seem a little odd, but if you epply my previous 

test. that I illustrated with regerd to freight traffic, Ar 
& men comes slong and buys 0 ticket Sey from here to Winni- 
Peg, we are very hoppy about it, very happy indeed, 

MR O'DONNELL: Provided he S0esS on your line, 

THE WITNESS: He naturally would travel C.N.R, 
if he wanted good Service, highest quality. But we are 
very happy sbout it, end we take 8 very substontisl portion 
of that ticket ssle and it is net revenue; but if you take 
your set-up expense into secount also, well, the picture 
is not nearly so attractive, 

MR BRAZIER: Q. It is not an impossible task, Mr, 
Foirweather, to segregate out your passenger out-of-pocket 
expenses from your freight, is it? 

Bs Well, at 911 depends on how far you want to go, 
It is one of those costing problems; it can become very 
complex, 

Q. Have you made eny such studies sat 32119 

As Oh, yes, 

Q. Whset hes been the genersl tenor of the findings 
made by your Studies? 

A. Well, at the present time I would Say thot what 
you might call the out-of-pocket ratio on 2dditionsl 
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Passenger business in the Canedien Netional is Somewhere 
in the neighbourhood of Pat het 
THE CHAIRMAN: 2. Of what? 

A. .75. That is, if we get 9 dollar of additionel 
passenger revenue, then epplying my probobility theory you 
would be reasonably gure of incurring expense of 15¢ 5. BO 
that you would hove 25¢ available for Senersl overhead, 
Individuel C5SeS would renge all the woy from 9s horrible 
loss in the event that you might have to put sn sdditionel 
car on the train to handle one bessenger, and that would 
represent a loss, but on the other hand YOu might have 
elmost 100 per cent profit when 92 man Simply comes down end 
buys 8 ticket end hops on your train end gets off at. a 
Stotion where you have not added any service, But, taking 
the lew of probebilities ag opplying to it, and for reagon- 
able varistions in treffic, we think that about (5¢ of 
expense accompanics one dollar of pessenger revenue, 

MR BRAZIER: ‘@y » You are Speaking there of the 
System 3s 2 wholc? 

A?) Yew, 

Q. Now, there is no doubt ebout it, Mr, Foirweather, 
YOu would heve many pessenger services in C nada aside from 
Just the one bessenger being added on one cer, where there 
would be a Substantial loss? 

Rey ‘Oh, jes; 

2. Over and above your out-of-pocket expense? 

-« But not on this out-of-pocket basis. 

Q. You have no Services on. which--- 

A. I do not think there would be eny thet would meet 
that condition. yYoy See, these public convenience ond 
necessity Services, consisting of services on bronch lines, 
there is slways there - capacity too handle much more traffic 


than offered, ond therefore revenue picked up on services 
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Like thetiig olmost pure contribution to net, Where you 
get the expense factor involved is where you hove to run 
edditionel ear miles and edditionsel train miles, and you 
find that Situetion in the inter-city treffic, where the 
Sct-up expense is relotively moderate in reélotion to the 
volume of treffic, If the volume of traffic increases you 
heve to sdd first car miles end then efter o bit you have 
to add train miles, 
COMMISSIONER ANGUS: Q. If you %pply your test to 

compensatory rates, and Soid, how much Should we save if 
we did not have to hendle thot troffic et 911, how would it 
work out? 

A. The whole of the passenger troffic business? 

Q. Yes, 

Q. Teking the whole of the Ppeossenger treffiec business, 
I think the Canedion Nationsl would probably -- it is o 
highly theoretical Situation, but I think the Cenadinn 
Netionel would probably find thot it would have effected » 
Breater reduction in expense than the reduction in revenue, 


THE CHAIRMAN: Thon the reduction in revenue? 


(Page 20232 follows) 
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- 20232 - Mr,Fairweather, cr-ex 


AY Suppose it was theoretically possible for the 
Canadian National Railways to pull out of the passenger 
business entirely, and to do it under such conditions that 
it did not thereby affect its freight traffic. Under 
those conditions, and they are highly theoretical, then 
ii say the Canadian National Railways would save more money 
than the revenue they would lose. 

COMMISSIONER ANGUS: Q. And on a branch line if 
it were a question of abandoning passenger service on that 
line I suppose there would be very big savings? 

A. Almost invariably on this branch line service 
the revenues are only a fraction of the cost. That is 
why I refer to them as public convenience and necessity 
cases. 

MR. BRAZIER: Q. You are aware, Mr. Fairweather, 
I presume that the Canadian National Railways charges a 
higher passenger fare in British Columbia than it does in 
the rest of Canada? 

A. I really was not aware of that, no. 

Q. If I state that to you as a fact, do you know 
any reason why that would be justified from the railway's 
point of view? 

A. I can think of many reasons. 

Q. I mean in comparison with other pcrts of Canada? 

ae I would say if we can collect the revenue we 
would be very foolish not to. 

THE CHAIRMAN: Would you repeat your question? 

MR. BRAZIER: - I said that in British 
Columbia they charge a higher passenger fare than in the 
rest of Canada and I asked him if there was any reason to 
justify that from the railway's point of view? 

THE CHAIRMAN: From point to point within 
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British Columbia? 

MR. BRAZIER: That is rignt.. 

THE WITNESS: You could hardly expect me to 
answer that in the negative, 

THE CHAIRMAN: The question is why do you do it. 

THE WITNESS: Yes, but I said I did not even 
have knowledge that the rate was higher. Then he asked 
me to assume that it was higher, and could I Justify it, 
and I would hardly answer in the negative, 

MR. BRAZIER: 2. Your position is if you can 
get the extra revenue you may as well take it? 

A. No, I did not say that. I don't know the oe 
cumstances, and I would be foolish to Speculate on it. 

Q. Do you think there is any greater loss incurred 
on passenger traffic in British Columbia than in other 
parts of Canada such as Newfoundland, for instance? 

A. I have simply stated that I do not know the 
circumstances. 

THE CHAIRMAN: It may be that it will be worth 
while to know this, Mr. O'Donnell can give us some 
explanation of it either now or later. 

MR. O'DONNELL: I would be glad to look into Los 

THE CHAIRMAN: Mr. Fairweather cannot do it. 

MR. O'DONNELL: We will either get it through Mr. 
Fairweather or th? department. 

THE CHAIRMAN: I think Mr. Brazier is entitled 
to have that information. Mr. Brazier, did you say that 
condition exists on both lines of railway? 

MR. BRAZIER: It exists on both lines of railway. 

Q. You were aware of the existence of the mountain 
differential on freight rates, Mr. Fairweather? 

Bea Yes. 


Q. Did you, from the point of view of the Canadian 
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National, think that you were justified in charging that 
higher rate? 


A. Are you asking what the Canadian National policy 
‘ No, give me your own Opinion, 


Q 

A. My opinion? 
Q. Yes. 

A Well, the matter has been decided. 

MR. O'DONNELL: It igs a matter of judgment. 

MR. BRAZIER: I think I am Still entitled to 
ask this, 

Q. Did you think it was Justified prior to its 
being taken off by the Board? 

MR. O'DONNELL: The point is, my lord, that my 
friend was successful. He got a judgment, We opposed 
it and argued against it. He has copies of all those 
arguments, I am sure, 

THE CHAIRMAN: He must have convinced the Board 
that the time had come. 

MR. O'DONNELL: Unless he would like to have 
it said that the Board was wrong. 

MR. BRAZIER: I was going to tie it into the 
passenger fares, 

Q. Have you ever made any studies to determine what 
percentage of the total expenses of the Canadian National 
Railways are fixed expenses regardless of traffic? 

A. Oh, I have made many studies of the expenses 
of the Canadian National. 

Q. When was the most recent one? 

A. Oh, I am making them all the time. 

Q. Did you make one for 1949? 


A; As I say, we are making them currently. There 
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Q. Taking a year period, have you ever made one 
for a year period? 

Rie Oh, yes, I don't know whether we made one 
for 1949, It is a current practice; it is a part of our 
budgeting procedure, 

Q. What is the general result of your study, what 
percentage? 

A, It all depends upon the density of traffic that 
the railway has. 

Q. I am talking about the System as a whole, 

A. I know; I am speaking of the System also, i 
Said previously here that the operating ratio of the 
Canadian railways can be expressed by the formula that R; 
the operating ratio, is equal to a constant, C, divided 
by the revenue per mile with the addition to that of a 
constant fraction of .54, Now, that means that at the 
traffic density within the field of Canadian experience 
at the present time that constant, C, 1s $8.270 per mile, 

Q. You are speaking now of the Canadian National? 

A. I think that is reasonably applicable to all 
Canadian railways. It is certainly applicable to the 
Canadian National, You will see that as traffic density 
increases the percentage which that constant expense bears 
to the total of the railway expenses will vary. 

Q. Will it decrease as the density increases? 

A. As the density increases the per cent of the 
fixed expense will decrease and the per cent variable 
would increase, For 1948 we figure that 56 per cent 
of our expenses were fixed and 44 per cent were variable. 
That is on a system basis. 

Qe That indicates to you, does it not, rather low 


traffic density? 
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A. Well, it is based on low traffic density, 
certainly, those percentages, The Canadian National, 
as I have said, is a low traffic density railway. 

THE CHAIRMAN: We find we have to adjourn a 


few minutes earlier to-day. 


---The Commission adjourned at 12.55 p.m , to meet again 


at 2.45 p.m. 
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Ottewe, Onterio, 
Thursdey, April 20,; 1950, 


AFTERNOON SESSION 
EE DESO LON 


S. W. FAIRWEATHER, Recalled, 
S. W, FAIRWEATHER 


CROSS ~EXAMINATION CONT'D BY MR BRAZIER: 
ED BY MR_BRAZIER 


Q. Mr, Fairweather, I want to turn to another 


matter just for a few moments, I believe it is your 
opinion that truck competition is likely to become more 
Severe in the future than it even hos been in the pest; 
is that correct? 

A. Yes, unless remedial measures are taken, 

Q. If the situation continues to develop as it is 
at the present time you ere likely to have to meet more 
truck competition in the future? 

A, Yes, 

Q. That is the Situetion as they have found it in 
the United States todey? 

A. Oh, yes. 

Q.nand iteis.ea very serious netter there for the 
railways? 


A. Very serious, 


Q. Now, what type of traffic is it that you would 
expect to lose to the truck? 

A. Well, the traffic we lose to the truck is the 
relatively high velued traffic, 

Q. The traffic on which the freight rote is high in 
relation to the cost of the service? 


A. Yes, 

Q. If that continued to its ultimete end I presume 
you would have nothing but the low-grade traffic left? 

A. Thet would be 2 logical conclusion, 

Q. And if that situetion came ebout, then sside from 


obtaining e subsidy or some relief of that neture you would 
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have to make the low-rated commodities beer the totol 
cost of your Operation; is that correct? 

A. Yes, at some level of Service, 

2. Now, from time to time we have heard it mentioned 
that if the rates on some of these low-rated commodities 
were raised you would be likely to lose bhe “traffiecs r 
Just wonted to direct your attention to coal at the 
present time, which hes been mentioned as one of the low- 
rated types of treffic being carried by the railway, 

Would it be your opinion thot if the rate on coal was 
moderately increased without 9 relative increase LY. che 
rates on other traffic you would lose a great deal of your 
coal traffic? 

ae Wel rout hordly understand you, You meon would 
there be less coal produced? 

Q. Yes; would there be lesg demand for transporting 
coal in Canada? 

-. Because there would be less coal produced, becouse 
the roilweys I think handle practically 911 the coal; that 
is one of the commodities thet is pretty well left to US. 

Q@.- Would an actual increase in the freight rate in 
Your opinion be likely to decrease the demand for cosl in 
Canada? 

A. It would be e factor, 

Q. Iam Speaking now of a moderate increase, not any--- 

fa, Wellect really would not--- 

THE CHAIRMAN: Let me understand you, Decrease the 
demand for coal, in favour of what other product? 

MR BRAZIER: I was not trying to develop any 
relative position of any other types of fuel, but Just as 
to whether or not coal in itself could stang a Somewhat 
higher freight rete than it is paying et the present time, 

THE WITNESS: Well, thatud.acs debatable point, [I 
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think that as YOu raise the freight rate you heve some 
effect upon the merketebility of the product, ond I think 
it would Spply to coal, but I would not be prepared to say 
how much, 

Q. Now, there ere one sor two railways in the United 
Ststes that hondle almost exclusively Cool; isn't that 
correct? 

A. Yes, 

Q. The Norfolk & Western? 

A. Yes, 

Q. Something over 90 per cent of its troffic is coal? 

A. That is true, 

THE CHAIRMAN: Whet railway is thet? 
MR BRAZIER: The Norfolk & Western R_ilwey. 

Q. And in that case it is reasonable to presume that 
the coel is bearing the total cost of Operating the roilway? 

Aw "Yea, 

Q. Not just its bore out-of-pocket expenses? 

A. That is correct, 

Q. And the Norfolk & Western is one of the more 
Successful railways of the United States? 

A. Yes, 

Q. From on earning point of view? 

A. Yes, 

Q. Now, you have during your evidence, Mr, F ir- 
weather, Stated, I think, on several occasions that the 
rallweys provide the chespest form of transportation, but 
I believe this morning you rather quelified that by saying 
thet there was a Sphere in which the truck was the 
Cheapest form of transportation; is thot correct? 

A. Yes, and I quelified it previously too. I ssid thet 
the railway is by long odds the cheapest form of mess lond 
transportation except within a zone, a short-haul zone, 
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where the truck would take over, and except also for the 
movement of large quantities of liquid in pipeline, 

Q. That would be porticularly true, I presume of the 
economy of truck tronsportation , perticularly true in or 
nesr large metropoliton ereas; is that correct? 

A. Which? The zone in which the truck kxis more 
efficient? ? 

Q@. Yes, 

a. Mes 

Q. Where you have actually a relotively expensive 
terminal Operstion? 

A. Well, of course, the truck also gets into a 
terminel situstion in these large centres, but there ig 5 
field of Opportunity for the truck in radial Service out of 
lerge centres, and I think they can do 2 more economical job 
than the railway up to a zone, up to s rather indefinitely 
defined distance, 

Q@. Now, would you say that generally speaking the 
railways have withdrawn from the field of trensportation 
in which the truck is most economical? 

A. I woulda say yes to that. I think that where the 
Situation is that the truck is the more €conomicsl medium, 
the railway - has largely withdrawn. of course, there igs 
always 2a rump of public convenience and necessity under 
which we have to publish rates end things like thet, and 
there will be a certain amount of traffic coming to the 
railway, chiefly troffic which the truck does not see fit to 
take, 

Q. I would like to direct your attention to the pick- 
up end delivery rates that you have, particularly in Eastern 
Canada. Do you think in that sphere probably the truck is 
the more economical means of hondling thet traffic? 


A. It depends on the distance between termini, For 
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instence, on an AVGTLY movement between Winnipeg end Mont- 
realist am perfectly certain that the reilway is the more 
efficient medium, As the heul between the termini de- 
creases there does come @ point where the truck becomes 
the more efficient medium, and I would ssy that probebly 
under present-day conditions that zone is somewhere in the 
neighbourhood of perhaps 100 miles Or something like that, 

Q. About 100 miles? 

A. About 100 miles; maybe a little more today, s little 
less tomorrow, 

Q. In these cost studies thot you have made, Mr, Pair- 
weather, do you make a segregation there of your line haul 
costs and the terminal costs, es the LiC.Cy does? 

As Oh, certainly, 

2. And hes it been your experience that your terminal 
costs in centres Such as Montreal is continually mounting? 

A. Well, 911 our costs are continually mounting, 

Q. Might I put it this way, proportionately more then--- 

A. No, I would not S8y proportionetely more, 

Q. Now, we have heard during the hearing here a great 
deal about the Value of service principle in fixing rates, 

I do not want to question you sbout perticular rates or 
enything, because I understand thet is not in your field, 

It is true, though, is it not, Mr, Fairweather, that value of 
Service varies by commodities? Thot is a principle under 
Which the stonderd Classification is esteblished? 

A. Oh, yes, 

Q. In this country does the volue of Service also vary 
by regions? 

A. I herdly know whet you mean by thet. Would you 
Elaborate your question perhaps e little? 

Q. Well, if you have a higher rate in British Columbia 


then you have for the seme commodity in Onterio, say, end not 
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taking into eccount truck Competitive rates, but two 
commodities, one in British Columbis and one in Onterio, 
where the one in British Columbie is the higher, does 
thet indicete » variation in the value of service by 
regions as well as by commodities? 

MR O'DONNELL: Would you just mention a couple 
of--- 

MR BRAZIER: We mentioned fruit rates previously. 

THE WITNESS: Well, I can only say thet the 
freight rate structure is, as I conceive it, 2 compromise 
between 9 lot of things, and one of those is the principle 
of value of Service end another one is the necessity of 
getting enough revenue to meet your expenses, 

2. I wondered if you would concede that the value of 
Service varies not only with commodities but with the 
degree of monopoly, might I S8y, which you have in handling 
the troffic? 

THE CHAIRMAN: Pardon me. Do you mean monopoly 
for this particular railway, or for the railways? 

MR BRAZIER: Reilweays; I am Speaking generally. 

THE WITNESS: Well, if you have a free competitive 
economy the value of service immediately drops down to the 
cost of Service, and it is obvious you cannot maintain the 
principle of a value of service above cost unless you have 
absence of 3 functional competition, 

COMMISSIONER INNIS: Q. You were Saying that the 
trucks were teking off types of commodities which were per- 
ticularly sffected by value of service? 

A, Previously, Bir, yes. You see, our rate structure 
W398 moulded in 2 period and more or less fixed in 3 period 
before this new medium of transportetion came élong; there- 
fore there is now on artificiol conditdon, 


Q- Do you think that the position of British Columbie 
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is rather more werrented than it would have been? I om 
ossuming thet since the value of service principle has less 
Significance therefore the cost of service probably has 
more significance, 
A. I should imagine thet would be a logical assumption, 
MR BRAZIER: [I think the question you have just put 
was the last question Ihad, sir. Thenk you, 
THE CHAIRMAN: Anybody else? 


CROSS-EXAMINED BY MR EVANS: 

Q. Mr, Fairweather, before I begin my croSs-examination 
=— tna tr ay bo Say, the planned cross-examinetion -- I want 
to ask you one or two questions about the matter that Mr, 
MacPherson esked you sbout. I think Mr. MacPherson put to 
YOu 8 stotement by Mr. Walker to the effect thet the railways 
of Canade had not at the moment reached anywhere near a 
point of pricing themselves out of the market, ond I think 
you gave as your view thet you could not agree, snd I think 
in answer to Mr. MocPherson's further question you elso said 
that the reason for your view was the matter of motor com- 


petition. 


(Page 20245 follows) 
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Now, may I suggest this to you, that when you speak of 
pricing oneself out of the market one has to pear’ in 

mind the extent to which inflation has proceeded in prices 
generally? 

A. Oh yes. 

Q. So that one could not, I Suggest, generalize 
that railway rates had proceeded to the point where they 
had priced themselves out of the market, or that they 
were approaching that, unless 9sne considered the matter 
of inflation in prices generally? 

A. Oh yes, not only in Canada but in the markets 
and the alternate supplies in world markets with which 
Canadian products find themselves in competition. It all 
has to be looked at. 

Q. When one comes down tothe question of motor 
competition one would also have to bear in mind that the 
question as to whether in a given case one had reached 
the point of diminishing returns, because I imagine that 
is what you have in mind, one would have to know what the 
effect of inflation wason one's motor competitors? 

A. Oh, decidedly. 

Q. So that by and large would you agree with this, 
thatthe question as to whether one has priced oneself out 
of the market by increases in rates really depends on the 
extent to which the existing policies are producing a 
tendency Pe erentes amount of highway competition than we 
have had in the past? 

A. No, I would not say that. 

Q. Let me put it to you this way, that there has been 
in recent years perhaps a continuation of the tendency we 
found in the years immediately preceding the war, the rec- 
ent war, a continuation of government policies in building 


roads and providing facilities which make possible increas- 
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es in motor competition? 
A. Yes, Iwould agree with that. 

Q. So that having got to the point with you that 
inflation does affect the motor competitor, I suggest to 
youthe principalfactor in this question of pricing oneself 
out of the market is the continuation of those policies 
which make possible an increasing amount of motor competit- 
ion? 

A. It is certainly a factor. 

Q. I just wanted to get that cleared up with you 
because I was a little in doubt as to what youhad in mind. 
Now then, if I may turn to a general approach to my cross- 
examination of you, I put to Mr, Cooper one or two general 
questions in opening my cross-examination, and if you will 
forgive me I should like to ask the same questions of you. 

I am reading from page 18917 of the transcript. I should 
like to ask you this question, and I am going to put it 
exactly in the same form as I put it to Mr. Cooper. 

MR. O'DONNELL: What volume? 

MR. EVANS: Volume 102, 

Q. This was the question in part. There was a little 

introductory part but the question was this: 
"--would you not agree that anything which 
weakens or affects the ability of the Canadian 
Pacific"-- 
Do you follow me there? It is just below the middle of the 
page. 
"--would you not agree that anything which weakens 
or affects the ability of the Canadian Pacific to 
operate and maintain its railway properties and to 
serve Canada would, to use the words of Mr. Gordon, 
weaken the country generally?" 


A. Yes .I would agree with that. 
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Q. Now then, the next question I asked Mr. Cooper was: 
"Q. Now, as a further step,the position of the 
Canadian Pagific, or for that matter any private- 
ly-owned railway, would be weakened if it were 
compelled to provide a service at lower than a 
reasonable return on its investment, whatever 
that may be, whatever the Board may decide that 
may be?" 

A. Well, I feel that the matter of rates being sub- 
ject to the Board of Transport Commissioners, they having 
set a rate it is the fair and reasonable rate. That is 
the only answer I can give you, 

Q@. I wonder if that is perhaps an answer. You, I 
think, would agree that the Canadian Pacific must depend on 
its own resources, would you not? 

A, Oh well, historically I don't know that that is 
Strictly true, but I would say currently it may be true, 
yes. 

Q. Have you any doubt that it is true, that they must 
depend upon their own resources for attracting capital 
and for money to carry on their service? 

A. Well, I really don't know what might happen under 
hypothetical conditions. There have been cases where the 
Canadian Pacific has received capital other than through 
their own resources. 

Q.You are thinking of subsidies? 

A. I am thinking of subsidies and loans and one thing 
and another, yes. 

Q. But unless we go into the matter of subsidies as a 
continuing feature of the railway situation in this country 
I think you must agree with me that the Canadian Pacific 
mus t depend on its own resources? 


A. So far as its railway operations are concerned under 
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rates approved by the Board of Transport Commissioners in 
the light of all the circumstances. 
Q. But are you not prepared to agree those rates 
have to be fixed with regard to the need of the Canadian 
Pacific to earn sufficient money to pay its way? 
A. I believe that has been the uniform policy. 
Q. Do you have any doubt in your mind as to that being 
the proper policy to pursue? 
A. No, I haven't the Slightest doubt in my mind as to 
the policy but what I am being careful to avoid is that 
I am not going to Say that a rate fixed by the Board of 
Transport Commissioners as being fair and reasonable is 
not so, 
Q. I am not asking you to. 
A. That was really the only reason why I qualified 
my answer, 
Q. Because Mr. Cooper after some further interchange 
Said on the following page when I pressed him on the matter 
and spoke of a fair return on its investment: 
"I see. Well, I would agree with that, because 
I know that is the policy generally followed in 
the United States, and it seems to me to be 
logical, and I would be inclined to agree with 
your statement.," 
Have you any doubt in your own mind? 
A. Well, I certainly have no doubts of the fairness 
of the Board of Transport Commissioners, no, not the slight- 
est. 
Q. Would you express an opinion as to whether, in your 
view, it would be desirable to maintain the Canadian 
Pacific as a healthy and sound private enterprise competing 


with the Canadian National? 


A. Oh, decidedly; I have very strong views on 
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that. I believe the two railways competing in healthy 
fashion in this country furnish this country with the 
cheapest formof railway transportation that can be found 
anywhere in the world, and I think each company reacts 
on the other advantageously to that end. 

Q. I think you and I are in agreement on that as 
we have often been in the past on a number of things. 
Would you say that is the official position of the 
Canadian National? 

A. I would certainly Say so, yes. 

Q. Can you say whether it is or not? 

A. Well, I think it is the declared policy of the 
Canadian National. 

Q. Now then, I think you will agree with me this far, 
that leaving aside for the moment the question of Subsidy 
if the Canadian Pacific does not €arn a reasonable return, 
whatever that may be, on its investment in railway 
operations its position would be greatly weakened? 

A. Well, I think that would depend a good deal on 
the circumstances. I do not see these things as having 
a precise definition. Again I can only go back to the 
general belief that on the average it has been found 
possible to provide conditions under which the Canadian 
Pacific Railway has operated and show reasonable profits 
and reasonable stability, and that such would likely con- 
tinue, 

THE CHAIRMAN: Pardon me, so that we will under- 
Stand it, what is your definition of the word "reasonable"? 
Is it what the Board thinks is reasonable or what the 
investing public think? 

MR. EVANS: I would not want to suggest what the 


Board might arbitrarily think was reasonable, but what the 
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board might find having regard to the need for earning a 
return on investment and the need for attracting capital. 

I think the Board would have to make a judicial finding 
based on the evidence before it as to the need for keeping 
the Canadian Pacific solvent, and that would depend on 
evidence as to the marketability of securities, its ability 
to obtain capital, and what was needed to service capital. 

THE CHAIRMAN: Is your basic position today not 
this, that your present return is not a reasonabie one? 

MR. EVANS:0h yes. 

Q. You seemed to have just a little qualification 
in your mind, Mr. Fairweather, and I want to clear 7+ Uty 
Doesn't it follow that if Canadian Pacific as a private 
enterprise is to carry on as such, and leaving aside 
matters of subsidy, it must have out of its earnings 
sufficient to enable it to carry on and to attract capital 
and to pay its operating expenses? 

A. All of these things are matters to be determined 
by the Board of Transport Commissioners. 

Q.: Well, I thought perhaps we must first establish 
the principle. What the determination of the Board may be 
on the particular facts is one thing, but do you not agree. 
as a Canadian National officer, that that is essential 
to keep the Canadian Pacific in operation? 

A. I have already expressed my views as to what 
consider to be desirable. 

Q. Perhaps I have misunderstood you. Do you or de you 
not believe that the Cenadian Pacific in order to rem-in 
a private enterprise, which you say is desirable, must 
have rates which return to it sufficient to enable 14; 
to service its capital and to attract new capital 
to the enterprise? 


A. Yes, and my answer is that is a matter which from 
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time to time is before the Board of Transport Commissioners 
for determination, and reviewing the history of it I have 
never seen any evidence in the past that over a period of 
time it has ever failed, and I say again that I would 
think that the same conditions would rule in the future, 
but I cannot be a prophet on the thing. 

Q. I am not asking you to be 2 prophet, and I am not 
asking you to determine what the Board might find, but as 
a matter of principle is it not your view, and the 
official view of the Canadian National, that it must be 
true that in order to keep the Canadian Pacific as a 
private enterprise in competition with the Canadian Nation- 
al, which you say is desirable, it must have rates fixed 
at a level which give efficient operation, and will keep 
it in a position to pay its way, and to service its 
capital and to attract new capital? 

A, Well, I really cannot go any further than I have, 
These things are matters to be determined by the Board, 
and so far as principles are concerned the principle is 
admitted that the Canadian Pacific Railway, I take it, is 
to be continued as a healthy and efficient enterprise, 


and everything necessary to achieve that end will 


be given attention by competent bodies. I express con- 
fidence that will be gone but I am not in a position to 
Say precisely what formula would be used to achieve it. 

Q. I am not asking you to Say that. You say it is 
desirable that that be done, but I think you must agree 
also whatever is necessary to do it should be done? Would 
you go that far? 

Q. I believe sincerely that the preservation of the 
Canadian Pacific Railway is a desirable part of the 


transportation situation in Canada, 
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Q. Are you not prepared to say that the Board should 
do whatever is needed to be done for that end? 

A. I have said that by one means or another I have 
confidence that such would result, put I am not prepared 
to say what the precise machinery would be. 

Q. I am not asking you that. You say you have 
confidence that will be the result, but I Suppose you 
must have confidence that would be a desirable result? 

A. Yes, I said it would be a desirable result. 

Q. I am sorry if I have been obstruse. I thought 
that was perhaps what I ought to get. Now then, I suppose 
you would also agree that as regards the Canadian Pacific 
as a private enterprise it has a problem of fixed 
charges in itself, that is to say, it must never let its 
fixed charges get beyond manageable limits having regard 
to its earningpower ? 

A. That would be prudent management, yes. 

Q@. So it follows, I think you will agree, that one 
of the essentials in keeping the Canadian Pacific afloat 
financially is that it must have a substantial proportion 
of its capital supplied by the issue of equity securities? 

A. Equity capital, whether it be securities or in 
other forms. 

Q. perhaps you and I had better get to a common 
denominator on what securities mean. I am thinking of 
equity shares or equity capital, as you call it, in the 
form of shares of some kind. 

A. Or it might be retained earnings. 

Q. Oh quite, through either surplus earnings or through 
through issue of equity capitalin the form of shares? 

A. Or other forms of capital. 

Q. Well now -- 


A. You see -- 
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Q. What other forms of capital have you in mind? 

A. I should think if you examine the history of the 
Canadian Pacific you would find other forms of equity 
capital than you have enumerated, and I am not going to 
deny the possibility of the same occurring in the future. 

Q. I do not want to split hairs with you. 

A. I know that. 

Q. I just want to get from you the idea that you 
follow me in this process of reasoning, that so far as a 
private company is concerned it has not only a problem of 
fixed charges but it has a problem of keeping a proper 
relationship between its equity capital and its fixed 
charge capital or its debt capital? 

A. It has certainly a problem in seeing that its 
interest bearing capital does not get too heavy. 

Qs. Yes. 

A. I would agree with that. 

Q@. AS a part of that problem and in order that its 
interest bearing capital should not get too high in 
relation to its total capital it has to be able to issue 
its equity capital to the public in terms which provide 
a reasonable expectation of profit to the holder of the 
security representing the equity capital? 

A. That would be one solution. 

Q. Well, is there another? 

A. Well, I have already mentioned the possibility of 


retained or surplus earnings. 
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Qs, Oh, quite; but if there ere reteined or Surplus 
earnings, that would be efter dividends sre paid to the 
equity capital holders, wouldn't it? 

A. Well, there might be Surplus Cernings and no 
dividends; that has hsppened with meny enterprises, [In 
fact, I own some Stock in 3 company in which thet is just 
what is happening, 

Q. May I Suggest to you that that hss been the condi - 
tion of the Canadian Pacific og regerds railway earnings 
for many years? 

he Yes, 

THE CHAIRMAN: Thot hes been what? 
MR EVANS: The position of the Canedian Pacific 
8s regards railway earnings for meny years, 

Q. But what I am Saying to you, Mr, Fairweather, is 
this, that surplus earnings very rarely provide sll the 
Capital that is needed in a company? 

A. Well, I do not know that under modern conditions Tf 
could altogether ogree with you. TI have been most struck 
by the fact that there has been Very Littic equity finencing 
done by industry in the last couple of decedes,. 

Q. I wonder if that was Pealiv the question, Mr, 
Foirweather? 

A. Well, I thought it was, 

Q. I suggest to you that it is very rarely the case 
that ell of the cepitsl required con be provided from surplus 
Cernings today? 

A. And I thought I enswered i. 

Q. Well, if you did I missed it, 

A. Well, would you read my answer, please? 

THE REPORTER: "Well, I do not imow thet under 
modern conditions T could altogether egree with you. 
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been very littie equity financing done by industry in 
the last couple of decades," 

MR EVANS: Q, Well, let us assume that that is 
treated es an enswer to my qguestion; I do not went to get 
at cross purposes with you. But would you soy thst the 
failure to finence through equity capitel issues in recent 
yeers has been because they were sable to get all. :the 
capitel they needed through Surplus earnings? 

A. Well, I would Sey generslyy industry in this country 
has done a pretty fair job at expanding its capital in that 
| menner, 
Q. Then woulda you say that is true of the Canadien 
| Pacific? 

A. I think the oc nadien Pacific hes done @ remarkable 
Job in thot manner, 

2. You think that they have a reesonable prospect 
under present conditions of Pinoncing their capital require- 
ments through Surplus earnings? 

A. Well, I om not too familiar with ell of the sccounts 
of the Canadian Pacifie Railway. I do not know how much 
they would have, really, and I could not enswer your question 
for that reason, 

Os, Then, 3f° fT moy turn to another Subject, do you 
think it desirable thot the Canedian Nationel Should become 
& yerdstick for rote-making purposes in Canada, either elone 
or in conjunction with the Cansdion Pacific? 

A. Well, it hos been no part of ‘the Submission of 
the Censdian National thet the Canedian National should be 
Such 3 yerdstick, 

Q. I realize thet, Mr, Foirweather, but I think the 
question was ‘this: Do you think it is desirable? 

A. Well, I think this, in 4ll feirness, that to take 


the Canedisn Mationel in es a yardstick for rete-making in 
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this country, either by itself or in conjunction with the 
Canadian Pacific, woulda pose @ very complex problem 


indeed. I have never bothered to Sive it too great con- 


different. The Capital readjustment thet is asked for by 
the Canadian Netionsl was all viewed against a beckground 
of the type of rete control that has been the average 
experience in the pest, modified by discernible trends. 

Q. Now, I am not sure whether you have given me quite 
en answer to my question, but,1612 things being equal, do 
you think it is desirable that the Canadian National--- 

A. I do not think sll things can be equal; that is 
my trouble. Yoy could at seny one point in time make en 
edjustment which would bring the requirements of the 
Canadian Nationel and the Canadian Pacific into relative 
balance one with the other, but under snother set of 
conditions that would not necessorily hold, snd es SOT say, 
feel that there ere these differences, and it would require 
@ very great deal of Study in my Opinion before one could 
put the Canadian National into sa position such ag you have 
Suggested. I do not say that it would be impossible, and 
I am not Saying that it might not be desirable or undesir- 
SDiLe OT Simply sey that it is 8 very complicated matter, and 
the Canadian National in making its Submission did not Zive 
weight to any such thought. What the Canadian National wes 
trying to do was to get out of the poornouse, if you want to 
put it thet Wey. 

THE CHAIRMAN: Q. Trying to do whet? 

A. To get out of the poorhouse. We wented to have »3 
target that we could reasonably shoot at under conditions 
Sim:ilar to those that we had experienced in the pest, modi- 


fied by discernible trends, end thet wos our limited 
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ambition ond is our limited ambition, 

MR EVANS: Re Bir Say thet I am quite sympo- 
thetic with the idea that you Should be in the position 
you seek, as long as it does not do harm to me. I have 
@ lot of Sympothy for the position, 

A. May I meke it perfectly plain thet there is not 
the slightest thought in this Conedisan Notional submission 
of any damage to the Conadisn Pacific Railway, and I will 
Say further that the relief given to the extent that is 
recommended by the Canadian National management does not 
in my Judgment offer a threat to the Canadien Pecific 
Roilwey. 

Q. Well, I am goimg to have to explore that 3 ALEC LS 
bit with you. If we could come back to this question of 
yerdstick, I think the substence of your onswer was this, 
that there were reat difficulties in the way of making 
the Canadian National 9 yerdstick in rote-making in this 
country, thot however desirable that may be, there was 
quite 9 problem to be solved before thet could be the case? 

A. Yes, end that in making the edjustment or asking 
for the adjustment we have asked for there is no intention 
Or thought or design or expectotion that it would damage the 
Canadien Pacific Railway. 

Q. Now may I put this question to you -- end I hope 
you do not think TI em being unfair to you: Would you agree 
thet until these difficulties ere solved -- end when I say 
Solved, I mean thot they must be solved in 5 woy thet will 
protect the Canadion Pacific -- that the Canadian Néetionsl 
would support 2 provision,in legislstion if necessary, that 
until this difficulty is solved the Canadian Pocific must 
have Sufficient Cernings to maintein itself 3s 4 private 
enterprise? 


A. I coulda mot give an answer to that question, 
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Q. Well, but Tf em wondering whether you. could not 
Support the principle of it? 

A. I could not give an answer to thet question, 
possibly. 

Q. And your difficulty in not being able to give an 
answer is whet? 

A. Well, I think it is self-evident, 

Q. Would you explain to me, because I am just--- 

A. Well, consider in the first place my position in 
relation to the Cansdian Netionel, and then consider the 
position of the Cansdian National in relation to its 
problems. Our problem is 2 Simple one, end we have declored, 
and I am declaring again, that the solution that we suggest 
does not do the Canadien Pacific any demage. Now, that is 
the position of the manegement of the Canadian Nationel 
Railways. 

Q. Now, Supposing it could be shown that there was 3 
possibility of damage, woudd you Support measures to prevent 
that demage heppening? 

A. Well, I would await the event. I em confident--- 

Q@. In other words, you would wait till the horse wes 
Stolen before you would lock the door, would you? 

A. I would eweit some tangible evidence rather then 2 
purely hypotheticsl condition, 

Q. Well, perhaps I can give you that evidence, Now, 
when the Cansdian National does become a yerdstick, if it 
€ver does -- and I think we have from you that, assuming 
these problems can be solved--- 

THE CHAIRMAN: You have some what? 

MR EVANS:Q.I think we have from you thet, assuming 
these problems cen be solved, it might be desirable that 
they should become a yerdstick along with the Canedian 


Pecific; how would you expect the Board of Transport Commis- 
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Sioners to establish the needs of the Canadian National 
with which to measure the level of rates? 

MR O'DONNELL: My lord, I do not went to interfere 
eProngece, but Tan just wondering under whot provision in 
the reference thet perticular question would fall, There 
is no request that we be made the yerdstick. We have not 
Seid anything in the submission ebout it, end whet may 
happen in yeers from now, es Mr, Fairweather Says, he 
essumes will be taken Care of then, but for the time being, 
under the reference which this Commission has, I just wonder 
where my friend's question falls, 

THE CHAIRMAN: Well, it may be one of the prin- 
Ciples that we ere asked to indicate, Sulding the Board in 
what it does about fixing rates. Whet are you trying to do, 
Mr, Evans, may I ask you? Are you trying to build up a 
case to show thst in no circumstances should the Canadian 
National Railways be used as the yardstick for the fixing 
of rates, either by itself or in conjunction with your 
railway? 

MR EVANS: Yes, 

THE CHAIRMAN: Well, that te" e717 right, then, 

MR O'DONNELL: Also esking Mr, Folrweather what 
his particuler view is. I do not like to object, because-~- 

THE CHAIRMAN: Pardon me? 

MR O'DONNELL: TI soy I do not like to Object. The 
question just before, asking Mr, Fairweather if he would 
Support the Propossl that was put, is just 3 little bit 
enthusiastic, 

THE CHAIRMAN: I think Mr. Evens is entitled to 
tell us what his case is, and then to build it up. Now, 
Whether Mr, Foirweather is the proper witness to address 
those questions to I really do not know yet; it depends on 


Whet the attitude of the railways is, 
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MR EVANS: Mey I just put this position to you, 
Sir: We have been told thet Mr. Cooper and Mr. Fair- 
weather together would enswer d11 questions on the sub- 
mission of the Censdisn National, including the submission 
of Mr. Gordon, Now, I think from the judgment of the 
Board in the September 1949 decision it was 2 pert of the 
Board's view that the time might come when the Canadien 
Nationsl should become the yardstick for rate-making. 

THE CHAIRMAN: Did you say a yerdstick or the 
yerdstick? 

MR EVANS: A yerdstick or the yerdstick. I have 
forgotten the longuage that was used, 

THE CHAIRMAN: I would like to have just what 
they did say there, if you have it. 

MR EVANS: I will have it looked up. What I was 
going to say to YOU WS tiiisu~ 

THE CHAIRMAN: You sare not prepared to give me 
thet now? 

MR EVANS: I have not got the exact reference, 
but I will get it. 

Now, there was 2a very considersble amount of digs- 
cussion, end I am not for a moment suggesting that my friend 
was not perfectly justified in the position jhe took, but 
my friend Mr. O'Donnell was fighting very strenuously with 
the provinces, that his requirements, his needs, his 
accounts, had to be taken into eccount. Now, thet is the 
Pirst point, 

The second point is this: I went to explore this 
With Mr, Foirweather to find out whot hoppens if surplus 
Cernings sre meade. Now, our fear is that Surplus earnings, 
unless they are bound to be turned over to the equity 
Security holder by wey of return, will lead to pressure 
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yardstick, Now, the question I was esking Mr. Fair- 
weather was, if that were the case what would he, as an 
officer of the Canadian Nationsl ena Speaking for it on 
matters of policy es well 8s giving his personal view, 
what would he advocate to the Board of Transport Commis- 
Sioners ss the measure of the needs of the Canadian 
National? 

THE CHAIRMAN: When you say "he", do you mean 
the Canedian Netional R illway Company? 

MR EVANS: Yes, 

THE CHAIRMAN: ‘Then is Mr. Feirweether's the 
best evidence we can get of what the attitude of your 
company would be in such S case, Mr. O'Donnell? 

MR O'DONNELL: Mr. Fairweether is és fully quali- 
fied as enyone I know of, 3s far as thet is concerned. All 
I was pointing out, though, my lord, was that there was no 
request that the Canadian National be made the yardstick, 
and neither Mr, Gordon nor Mr, Cooper nor Mr, Fairweether 
has ssid anything sbout it, so far ag rates are concerned, 

THE CHAIRMAN: Now, while thet is quite so, you 
told us yourself here some time °80, you made thet statement 
yourself too, that you were not asking to be made the yard- 
Stick, 

MR O'DONNELL: That is right. 

THE CHAIRMAN: But then others are concerned in 
this question of how the yardstick shell be adopted besides 
the two railways, you see, 

MR O'DONNELL: Thst is true, 

THE CHAIRMAN: Mr. O'Donnell, you understand that, 

MR O'DONNELL: And, as I understond it, under the 
Board!s--- 

THE CHAIRMAN: As Mr, Evens has said, pressure may 
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-20263- Mr, Fairweather, cr-ex, 


made the yardstick, 

MR O'DONNELL: Yes, 

THE CHAIRMAN: Well, therefore f think it is 
proper to canvass now--- 

MR O'DONNELL: Under the Board's Judgmentsin the 
pest the Board has taken the position that rates Just snd 

reasonable must be just and reasonable to raidways and 
to Shippers, not Just to one relilroad but to 241 railroads, 
end we are quite Satisfied to leave that within the Juris- 
diction of the Board of Transport Commissioners, end here-~ 
tofore the Board of Transport Commissioners through the 
yeers has always Seen.-to it that ali the railrosds got what 
they considered a fair deal, end for the last twenty-five 
years the Canadian Pacific's requirements have been taken 
8s the yerdstick, but tested ageinst the requirements of 
the others ag Weld, 

THE CHAIRMAN: That is the very point, 

MR O'DONNELL: We heve not asked eny change in 
that at all, my lora, 

MR EVANS: Tf think my friend ought to go further. 
I think my friend ought to Sey this, thet not only does he 
not ask for 2a Change, but he would support legislation 
Which would not change it, in the circumstances in which we 
Now find ourselves in connection with this recapitalization 
Proposel, If he would do thet, I would bess to another gub- 
Ject, but you see--. 

THE CHAIRMAN: Yes, but, as I have been trying to 
point out, it is not 2 question that lies entirely between 
you two Sentlemen or between your two reilweys; other people 
mM3y be concerned, 

MR O'DONNELL: That is right. 

THE CHAIRMAN: With thet very seme question, as to 


What is to be the yordstick in fixing retes, 
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MR O'DONNELL: The question thot provoked this 
discussion was--- 

THE CHAIRMAN: Thet being the cease, I think Mr, 
Evens is quite entitled to ask Mr, Foirweather to Zive 
him his opinion, 

MR O'DONNELL: Well, the question that provoked 
my remarks was 9s to whether or not Mr. Fairweather would 
Support legislation, I did not think that thet was quite--- 

THE CHAIRMAN: [I do not think he asked Mr. Foir- 
weather whether he would support legislation. 

MR EVANS: I think I went that far, 

MR O'DONNELL: Yes; thet was whet I ws objecting 
to, 

MR EVANS: Whether the Canadian Nationsl--- 

THE CHAIRMAN: Well, all right, If you wish to 
ask the Canadian National whether it will support legisla- 
tion, now whot would be the effect of the legislation you 
have in mind, so there may be no misunderstanding? 

MR EVANS: TI will be very glad, and I will ask the 
question of my friend Mr. O'Donnell if he prefers that I do 
not ask the witness -- esk the Canadian National officially 
whether they would be prepared to support legisletion moking 
the Cenadian Pacific the yardstick until some solution was 
found by which it can be guaranteed that the Canadien 
Pacific while efficlently opersted will have sufficient money 
to carry on ag 5 private enterprise, 

MR O'DONNELL: That is 2 question that I think is 
unfair, My friend has used the word "unfair" many, many 
times, Thet is one that is unfair. We have not asked that 
the requirement s for determining rates or the yerdstick 
which has heretsofore been used Should be changed. Now, to 
6sk whether we would Support legislation or not, furthermore, 


I think is 3 mStter of irrelevance, inasmuch és your lordship 
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-20265- Mr. Fairweather, cr-ex, 


hes just remerked that many, many other people have some- 
thing to Say about that thing; but putting that question 
to Mr. Foirweather I thought was going just 5 bit beyond 
what is properly justified in the circumstsences, 

THE CHAIRMAN: Now, Mr, Evens, we have heard from 
time to time as we have been proceeding about the question 
of amendments being drafted, It does seem to me that if 
you have any legislation in mind, 2b is very important, 

MR EVANS: TI have drafted and Submitted to the 
Commission an amendment, 

THE CHAIRMAN: Yoy will submit? 

MR EVANS: TI have done, 

THE CHAIRMAN: Oh, you have? 

MR EVANS: Yes, 

THE CHAIRMAN: Tf have not seen it yet. 


(Page 20266 follows) 
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MR. EVANS: I would be very glad. Having 
regard to these developments -- 

THE CHAIRMAN: When did you submit the amendment? 

MR. EVANS: On the date fixed by the Commission, 

THE CHAIRMAN: Oh yes, on the 12th of April. None 
of us have happened to see it yet. Mey we see it now? 

MR. EVANS: Yes. May I read it to you? 

THE CHAIRMAN: Yes. 

MR. EVANS: Before I do, you asked me first to 
give you the reference in the judgment of the Board in 
the September decision where the subject of the C-nadian 
National becoming the yardstick was mentioned, and I would 
be glad to read this little passage to you. It is from 
page 11 of the printed pamphlet copy, and after referring 
to the fact that the Canadian Pacific had been the yard- 
Stick for all other railways in Canada it said this: 

"It may very well be that the proper basis for 

establishing freight rates in this country should 

follow a revision of the capital structure of 

the Canadian National Railways and the appropriate 

statutory direction to this Board as to freight 

rates based on that valuation." 
I would have thought that perhops it was quite obvious that 
if that position has been taken by the Board -- and 
certainly it was not prompted by my friend, Mr. O'Donnell, 
it was as much prompted by his own thinking arising out of 
the anxiety of the Canadian National to be taken into 
account, and mind you I am not objecting to that but all 
I say is if it is in the Board's mind today, a recapitaliza- 
tion such as we have proposed here, it will be in the pub- 
lic mind tomorrow, and it is more importantly in the Board's 
mind today. If that comes about how are we going to give 


effect to this, how are we going to provide for a measure 


= cee mant eva hes 
wie, 3 2 ES, ee eke) % F PAMALAN i 
Sh oh sh RMA 
10 UAEAL ARO gaxt 


ThER 


52 


- 
ww ALA bate At 


win * ae 


. + Dn 
BaP Tae Was 
- + 


i 


. ny beak, bag: 


4+ ; : - 
org ovat. oH. 


. 


3 st bee ¢ sora, page pal 


~ 20267 - Mr. Fairweather, Cr-ex 


of rates that will Give the Canadian Pacific a chance to 
Survive? I hope my friena did not misunderstand me. 

MR. O'DONNELL: I did not misunderstand my friend 
avevall, but DT. say this, with respect and deference to him, 
that Mr. Fairweather has already answered that question. 
Mr. Fairweather said before that could happen many things 
would have to be done, studies made and adjustments and 
other matters to put this railroad on a basis comparable 
with the other. That is the gist of the evidence as I 
understood it, but for my friend to go on and ask if this 
road would support legislation of a particular kind or 
another I think was going a little bit beyond where 
he should have gone. 

THE CHAIRMAN: I didn't know a few moments ago 
what we know now. You have seen the proposed amendment, 


have you, Mr. O'Donnell? 


MR. O'DONNELL: Yes, I saw it. 

THE CHAIRMAN: I do not want to be premature with 
you. Have you made up your mind about it? 

MR. O'DONNELL: We will have something to say 
about it, I assume, when it comes the right time, but I 
don't think this is quite the right time. To ask Mr. 
Fairweather to commit himself or his company to Supporting 
legislation that my friend thinks desirable even before 
the matter has been debated or argued before the Commiss- 
ion is something else. 

THE CHAIRMAN: You have this amendment before you, 
have you? 

MR. EVANS: Yes, I would be glad to read it to 
you. It is by way of amendment to Section 325 of the 
Railway Act. The subsection reads this way: 


"Rates shall not be deemed to be just and reason- 
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"able unless, taken as a whole, they are 
Sufficient to provide a fair return upon the 
investment in the railway property of Canadian 

Pacific Railway Company and the Board may from 

time to time determine the investment in railway 

property upon which the return is to be calcul- 
ated and the rate of such return." 
I may say that the insertion of the words, "Canadian 
Pacific Railway Company" does not in terms exclude at 
Some time taking into account the Canadian National, but 
it does make it necessary by statute that the Canadian 
Pacific should have a fair return. 

THE CHAIRMAN: Now, this is your proposed amend- 
ment, and as I understand it you are trying to obtain 
through Mr. Fairweather an answer to the question whether 
or not the Canadian National Railway agrees with that 
amendment and will support it. 

MR. EVANS: That was not the form of my question. 

THE CHAIRMAN: Don't you think it is premature to 
ask that question today? 

MR. EVANS: May I put this -- 

THE CHAIRMAN: You see it is a most important 
question, and of course it would be greatly to your advan- 
tage for you to secure the concurrence in the amendment 
of the Canadian National Railways, but I doubt whether this 
is the way to go about getting it. 

MR. EVANS: May I put it this way? There were 
one or two places in the transcript when I was cross-exam- 
ining Mr. Cooper when I thought your lordship thought 
I should have an answer to some of these questions before 
my cross-examination was finished. 

THE CHAIRMAN: Certainly but mind you this is not 


a matter of evidence. You are asking - 
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MR. EVANS: The official position. 

THE CHAIRMAN: - at this Stage of our proceedings 
to know whether or not the Canadian National Railways 
will agree with you in presenting this amendment. 

MR. EVANS: I did not put my question that way. 

MR. O'DONNELL: This particular amendment has 
come in since Mr. Cooper was in the box, too. 

MR. EVANS: I think it would have been unfair to 
ask Mr. Fairweather who, who with all regard to his 
professional Capacity is a lay witness as regards legal 
problems - I think it would have been unfair of me to have 
put to him whether the Canadian National Supported that 
particular legislation, but the terms in which I put 
my question were, would the Canadian National, as a matter 
of principle, Support legislation that would @uarantee -- 

THE CHAIRMAN: That is the same thing. 

MR. EVANS: Oh, no, sir. 

THE CHAIRMAN: I think it is all the fairer to 
him to read the amendment because then he knows exactly 
what you have in mind, You are entitled to ask Mr. 
Fairweather any question which he is capable of answering 
but if your main Objective is to find out whether this 
other company is going to agree with you -- 

MR. O'DONNELL: My further point is, whether 
we concur or not, this submission is made to the 
Commission and the Commission is going to decide the thing, 
It will recommend this or not no matter how we may feel, 
After all, there are 14,000,000 shareholders who have 
a vote on the Canadian National. This is a matter where 
the board might have to adopt a formal resolution before 
it got into casting any votes. For forty years Section 
325 has stood on the statute books, and it simply says 


Just and reasonable rates. It has been interpreted as 
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just and reasonable and fair to shippers and to railways, 
and all railways. There waS no one named road in the 
section, and it occurs to me ny ririend.ad. apiitties 
perturbed, and possibly unnecessarily perturbed, but 

in any event, getting back to the question to Mr, Fair- 
weather I submit it is premature, and it is a matter 
that in the final analysis could be dealt with on argu- 
ment. What difference does it make insofar as the 
Commission is concerned whether or not Mr. Fairweather 
would support it? 

THE CHAIRMAN: Are you prepared to say today, 
Since this discussion has been precipitated, Mr. O'Donn- 
ell, whether your Company does or does not Support this 
amendment? 

MR. O'DONNELL: Well, I think I would prefer .to 
leave it until a later Stage, my lord. I think Mr. 

Evans has got a little too enthusiastic about certain 
things. 

THE CHAIRMAN: The only thing I can see is that 
he is anxious to have Mr, Fairweather say this amendment 
Should be supported by your Company. Is that your idea2 

MR. EVANS: What I want to get is a declaration 
of policy from the Canadian National, but not particularly 
with regard to the wording. 

THE CHAIRMAN: I think myself you are premature. 

MR, O'DONNELL: I agree, and I think it shoulda be 
dealt with that way. 

MR. EVANS: May I put this to you, at page 18616 
you, sir, put to Mr. O'Donnell -- 

MR. O'DONNELL: I will dispose of the matter. 

I would have preferred to have left it on the basis that 
it was premature but I will Say no definitely, that we 


Will not support legislation in that particular form as 
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proposed by that amendment. There are many reasons for 
that decision and those we can argue in due course. 

THE CHAIRMAN: Now then, you are told now by 
the other company that they will not support your amend- 
ment. Do any questions arise of Mr. Fairweather after 
that? 

MR. EVANS: Might I follow this up? I am not going 
to ask Mr. Fairweather that question again. I have got the 
official position of the Canadian National. I assume 
that my friend's answer is related not only to the amend- 
ment in the form in which it is put but also to the prin- 
ciple of it. If my friend would go that far -- 

MR. O'DONNELL: I am not going to be cross-exam- 


ined about it. I have said we will not support the amend- 


ment as suggested by way of legislation. If there is 
another amendment and if the Spirit or letter of the 
other amendment is Something that is different, one might 
have to look at it. Then in due time we will consider it 
and give an answer again, but as to this particular 
amendment as proposed by my friend concerning Section 325 
I am instructed to say we will not Support it by way of 
Seeking legislation. 

MR. EVANS: Perhaps I could go on with what I 
had intended to put to your lordship. At page 18616 of 
volume 99 of the proceedings you put a question to Mr. 
O'Donnell as to whether they intended to meet the objection 
taken in our brief, and you gave the page reference to it. 

Mr. O'Donnell said: 

"I think we will have to discuss that.’," 
You, sir, said: 

"Mr. Walker, I think too, mentioned that. You 

intend to deal with that? 

Mr. O'Donnell: Oh, I think we will have to meet 
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“that and explain it, and give what information 

we can to help the Commission. 

The Chairman: I mean, do you want to meet it now? 

You are not going to wait till somebody raises 

it again? 

Mr. O"Donnell; Oh, no, I do not think so, my 

ord.” 
That was on March the 20th. ft is almost a month ago, 
and I thought it was not unreasonable to ask at this Stage 
for some statement of policy. I have not been able to 
get it. 

THE CHAIRMAN: You have it so far as this amend- 
ment is concerned, 

MR. EVANS: Yes, and all I have is an objection 
to the form of the amendment but nothing on the question 
of principle, as to whether the principle I am talking 
about -- and I am not concerned with language; I am 
concerned with principle -- 

THE CHAIRMAN: Your position is this, that the 
Railway Act in the future should contain a provision 
that the Canadian Pacific Railway is to be the yardstick? 

MR. EVANS: No, sir. 

THE CHAIRMAN: Well, about that. 

MR. EVANS: That we must at all events have a fair 
return on our investment. 

THE CHAIRMAN: To serve your needs, 

MR. EVANS: Yes. I am quite prepared to leave 
that subject and go on. 

THE CHAIRMAN: We will take a few minutes' recess, 
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THE CHAIRMAN: Mr. Evans, before we go on, 
would you be so kind as to let me see that a moment? You 
have only the one copy? 

MR. EVANS: That is all I have in my book. 
Copies went to the Secretary on the llth, I think. 

THE CHAIRMAN: You will get some copies for us? 

MR. EVANS: Yes. I want to make quite clear 
to your lordship and to the Commission that in asking 
my friends for a declaration of policy I am not asking 
them to commit themselves to language but only to 
principle and my thought is that after a month has gone 
by since the exchange with Mr. Cooper when your lordship 
was kind enough to suggest that some declaration of 
policy was required, that perhaps my friends would have 
arrived at the time when some declaration could be made 
and I thought before I left this matter of cross-examination 
that perhaps the Canadian National would have arrived 
at the point where on principle - not on language but on 
principle a declaration could be made. 

Now, I am not going to pursue that at any 
great length. 

THE CHAIRMAN: You are not giving up hope on 
account of anything that has been said so far? 

MR. EVANS: Well, I would feel very badly 
if I thought I had to give up hope. 

THE CHAIRMAN: Well, Mr. O'Donnell has told 
us so far that his Company does not agree with this 
particular amendment. 

MR. EVANS: No, but he has not stated the 
principle he would support. 


THE CHAIRMAN: I do not think you can crowd 
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them into Saying anything about that today. I doubt 
Whether the time has een to put that question to Mr. 
O'Donnell. 

MR. EVANS: f[ did not put it Originally to Mr. 
O'Donnell; fT put it to the Witness. 

THE CHAIRMAN: Even the witness. TI do not see 
how he can indicate the railways stand. 

MR. EVANS: I thought they were here to engage 
the railway on matters of principle. 

MR. O'DONNELL: You have asked the railway ‘and 
the answer ig no and whether you get it from me or Mr. 
Fairweather the answer is no on that amendment. As to the 
rest, my friend says: "Well, we have been a month away 
and we thought we would have some declaratiion on this 
matter of principle," 

Well, Mr. Fairweather hag Said that the Canadian 
National agrees that the Canadian Pacific should be as 
a railway maintained in a healthy condition in the interests 
of the country and so on and about this other Statement 
of Principle, I think it Should suffice my friend so far 
as I am concerned, bearing in mind further that the 
Canadian National has not asked to be made the yardstick, 
has not asked that what has heretofore prevailed should 
be changed, and has agreed that the Canadian Pacific 
is doing excellent work in the transportation field in 
this country and should be kept in a healthy position SO 
to do. What more my friend wants, I do not understand. 

MR. EVANS: I want to make one statememt and 
then leave it, sir. If that is the view of the Canadian 
National, then I ask them what kind of legislation are they 
Prepared to support to make that possible because, as I have 


Said to your lordship, if the Canadian National is to have 
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this relief - and I am not suggesting for one moment 
that under proper protection they should not have it - 
if they are to have it in future, not because of their 
ill will, but because of public pressure that may come, 
it may have this effect on the Canadian National - what 
kind of protection do they suggest should be given? 

MR. O DONNELL: Well, all I would say in reply 
to that, my lord, is that we are not advising the Canadian 
Pacific as to how they should take care of themselves. They 
have administered effectively through the years when they 
knew what to do and when to do it 

Now, insofar as the Board of Transport Commissioners 
1S concerned under Section 325 of the Act which is that just 
and reasonable rates - and they have been fixed on the basis 
of reasonableness - that Just and reasonable rates should 
prevail. The Canadian Pacific has through the years except 
for the last short while when there has been this lag in 
getting an adjustment to meet the increased cost, have 
been given rates that have kept them in the healthy position 
that they were able to carry on their work in the transporta- 
tion field. Now, this amendment which I said we would 
not agree to, as your lordship will notice, is quite a 
departure from what has heretofore prevailed and I would 
draw the attention of the Commission to the last paragraph 
of the amenement, 7, which puts the matter on an entirely 
different basis as to the fixing of the rates from what 
has heretofore prevailed. That amendment would put the 
fixing of rates on a rate of return basis - something that 
has not as of this date ever been applied in Canada. 
Hrretofore it has been on the basis of requirements. 


THE CHAIRMAN: It is a double provision. 
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MR. O'DONNELL: Oh yes, and maybe more than 
double. But we have not any objection and we have said 
it and for the Purpose of terminating this discussion we 
have said that the Canadian Pacific Railway should be 
maintained in a healthy condition and should be allowed 
to do the work that they have done very excellently in 
the transportation business, and having said that, I am 
not agreeing with them in displacing that which has 
heretofore been done. Ags T have said before, the Board 
has the rates under control and what more do they want us 
to do. 

THE CHAIRMAN: Then, are you now prepared on 
behalf of the Canadian National Railway to say that you 
are not supporting any legislation on this question at 
all and that you think this Section 325 should remain as 
it is? Now, if you do not feel like answering today don't. 

MR. O'DONNELL: Well, I personally would have 
my answer quite ready but I think, in the circumstances, 

I will ‘discuss it with my principals. All I was saying 
was that that particular amendment we would not support. 

THE CHAIRMAN: Now then, thetr particular amendment 
says:- 

"Rates shall not be deemed to be just and 
reasonable unless, taken as a whole, they are 
sufficient to provide a fair return upon the 
investment in the Railway property of the 
Canadian Pacific Railway Company." 

Then it goes on; - 

"And the Board may from time to time 
determine the investment in railway property 
upon which the return is to be calculated and 


the rate of such return." 


aap Kay a) 
; - aa r he id a 
:IEMNOGIO SA 

- bs 6 a 

2 jon ebert ow dem Seldueb 

es i? 


r He * 2 ‘ v 7 
sel ‘Id SRotIG@ Bat “OT Boe of aa 


sdf dad? Drom sven” - 
ae 
bang ontem ’ ' 


o2 


Snjseval 


sid bon” 


r- 


*- , ei 
$A? octfenessh |: 


7IN 


- 20279 - Mr. Fairweather cr.ex 


Thank you Mr. Evans’ 

MR. EVANS: Then, if I may proceed, Mr. Fairweather, 
do you believe that the Canadian National should be allowed 
to carn a reasonable return on a reasonable level of its 
railway property investment? 

A. Well, that is rather an academic question when 
you look at the investment in the Canadian National 
Railways, and if you mean by "reasonable return" a commercial 
return. 

Q. In order 'to not get at cross-purposes, perhaps 
I can refer you to a series of questions I put to Mr. 
Cooper. First, I asked him, based on a statement he made 
prior to the beginning of my cross-examination, whether 
he had any views in - general terms as to what the returns 
Should be, and he explained to me that if you were to take 
in the whole of the equity capital of one billion eight 
he thought the return should be at least twice what Exhibit 
240 shows - 3/4 of 1%, and possibly higher, and I think 
that is a fair statement of what he said. 

Then, I asked him whether, in view of the 
Special circumstances under which the Canadian National 
Was operating, he would prefer in the event of a return 
on investment being applied as a principle, to have the 
investment basis on which the return was to be calculated 
reflect these special conditions or whether the rate 
of return should reflect these conditions, and Mr. Cooper 
expressed a preference to have the adjustment in the 
investment base, and not in the rate of return. 

Then, I asked him - - 


MR. O'DONNELL: Do you remember what page 
that was, Mr. Evans? 


MR. EVANS: I can look it up. I think I am 
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being quite fair with him. JI asked him what would happen 
in you had got the investment base adjusted and he said:- 
"Then, we should have a commercial return the same as your 
Canadian Pacific Railway" - I think were his words. 


Now then, having regard to i I ask you whether 


and under what cond&tions you ‘believe that the Canadian 
National should be allowed to €ayn a rate of return on 
a reasonable level of its railway Riches investment. 

A. Well, frankly I have _ thought of the problem 


in just those terms. 


MR. O'DONNELL: May’I interrupt, Mr. Evans? 
Would you be good enough to tell me where that is? 
MR. EVANS: Thefe is no doubt about the accuracy 
of my statement. 
MR. O'DONNELL: I do not doubt that, but you have 
paraphrased it and I would just like to check the context. 
MR. EVANS: You will find it on page 18926 and 
this is what I find there. He felt that the return on 
equity capital, and that was the whole equity capital, 
Should be at least the same shown by Exhibit 240, that is, 
3/4 of 1% and he said it should go even higher than that 
and then, at 18933 he said:- 
"We would have to set aside a substantial 
amount of the investment as not entitled to 
rank in the base for rate of return purposes." 
And then I asked him this question:- 
"Then, what was left in the base could 
be treated as a commercial company would treat 
it and the rate of return would be the commercial 
rate of return? 
A. It would be a comparable basis with 


your Canadian Pacif“ic Railway." 
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Do you see that, Mr. Fairweather? 

A. I do not know that I did succeed in finding all 
of those references, but would you mind restating your 
question to me that you want me to answer? 

Q. The question I asked of you, was whether you 
believed that the Canadian National Should earn a reasonable 
return on a reasonable level of its railway property 
investment? 

A. Well, what is a reasonable investment and a 
reasonable rate of return if you assume that the Canadian 
National is to part of the rate base is a matter which 
I consider to be for the determination of the Board of 
Transport Commissioners. That is, it would be within 
their field to fix what is the reasonable capital upon 
which a return may be earned and it would also be up 
to them to determine what would be a reasonable return, 
and I do not see that any off-hand estimates that I might 
give on that matter would be very helpful’ Itaipoarvery 
complicated matter indeed and if the rate base was ever 
extended to the Canadian National Railways, the Board of 
Transport Commissioners would be forced, in my judgment, 
to consider those two factors - how much of the capital 
invested in the Canadian National Railways is entitled 
to a fair rate of return and, second, what should that 
fair rate of return be? 

Now, there is a great deal of capital shown 
in the balance sheet of the Canadian National Railways 
as investment in road and equipment that, let us say, 
is of one category, and other investments is another. 
Take the investment in Canadian Government Railways. 


Take the stated investment in the Newfoundland Railways and 
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all those sorts of things - all matters like that would have 
to receive consideration, and I have no doubt they would 
receive consideration. That is- what I referred to when I 
Said that to make the Canadian National Railway the rate 

base for Canada it would certainly require a great deal of 
Study. The Canadian National Submission is purely one to 
enable it to operate with managerial efficiency because 

we have a target to shoot at that we have some hope of making 
a favourable score with. 

Q. Now, I am sure it is as much my fault as it is 
yours, Mr. Fairweather, but I did not ask you either whether 
the Board should do this, because I think it must be the 
Board, or what the return or the base should be - I merely 
asked you whether you believed that the Canadian National 
Should be allowed to earn a reasonable rate of return on a 
reasonable level of its railway property investment. 

A. And I think I answered your question, sir. 

Q. Do you answer "yes" or "no" or what is your view? 

A. Well, I remember one of your witnesses saying 
that there was a lot of questions he could not answer "yes" 
se ng hbo 5 

Q. Then, do I take it that you have no fixed opinion 
which would enable you to answer "yes" or "no" to that 
question? 

A. I say that it would require a great deal of study 
and I think the Board of Transport Commissioners is the 
competent body to make such a study and off-hand any opinion 
I might have at this stage would add nothing to the 
discussion. 

Q. Do I take it then that the Canadian National 
through you or its other officers would not be urging the 


Board to find some base, whatever that might be and a rate 
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of return, whatever that might be? 

i: We have already said that we are not asking to be 
made a rate base. We are asking to have our capital structure 
reduced. 

COMMISSIONER INNIS: Do you think it makes very 
much difference what the Board Says if you leave out of 
consideration the whole problem of wages and labour? 

me Wel) AS is ai inter-related, sir. 

Q. Well, if the whole question as to the wage bill is 
to be determined outside the Board? 

A. Well, the whole matter becomes 2 very complicated 
one, I admit, and the way it works at the present time is 
that the railway negotiated with labour and to that extent 
determined requirements and then went to the Board and 
presented these requirements and said:- "Here are the 
requirements including labour". 

Q. Labour did not go to the cabinet to get a wage 
increase? 

A. You mean the Government? 

Q@. Yes, was not there 17¢ increase as a result of 
the intervention of the Government? 

A. Well, a 17¢ wage increase was given, yes, certainly, 
and I know that in that case the Government or members of 
the Government acted as intermediaries in the negotiations, 
but I do not know exactly the form that that took. 

MR. O'DONNELL: You weren't there, Mr. Fairweather? 

A. I was not there, no. 

COMMISSIONER INNIS: I am just a little fearful 
of some unrealistic ejlements coming into the whole dis- 


cussion. 
MR. O'DONNELI: Might I ask this, Dr. Innis? 
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I think you have given an indication of that question on 
Several previous occasions, and the first time, I am frank 
to say, I did not quite catch the implication of the question. 
As I understand it now, and I would be glad if you would 
indicate whether my understanding is correct or not, your 
thought is that so long as wages, 2a very important element 
in operating costs, are fixed by somebody by their 
negotiations, that the Board has no control of and that they 
must be made by increased rates, that the Board is forced 
in the circumstances to follow the outcome of these 
negotiations and whatever outcome there might be and that 
there should be a closer tie-in? 
COMMISSIONER INNIS: I think it is a little 
unrealistic to include the whole position of labour and 
not to realize that the Board after all is probably more 
concerned about this than about any other item. 
MR. O'DONNELL: That is a major item usually 
in all these increases. 
COMMISSIONER ANGUS: If one were to ask what 
level of rates would be just and reasonable so far as the 
Canadian National Railways is concerned, is the only 
answer that can be given "That level of rates which the 
Board of Transport Commissioners may determine is just and 
reasonable for the Canadian Pacific Railway"? 
A. That has been the practice for these many years. 
Q. And that is how you think of it? 
A. That is how our forecasts have certainly been 
worked out as to what our results would be and this revision 


of the capital structure was certainly related to an 
expectation of an earning position in the future adjusted to 


conditions in the future similar to what had been in the past 


and that obviously was a rate structure determined by the 


requirements of the Canadian Pacific. (20287 follows) 
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MR O'DONNELL: Although I draw ettention of the 
Commission to the faect--- 

THE CHAIRMAN: Pardon me, You sre using the 
word "requirements" there, What is the difference between 
that word ss we have heard it commonly used snd the 
language expressed by Mr. Evans in his proposed amendment ? 

MR O'DONNELL: Well, there ere two different ways 
of fixing rates, The one is on the requirement besis, 
which hes prevailed in Canods heretofore, ond the other as 
now suggested by this amendment would be on 8 rate of 
return basis, upon oa property investment eccount that 
would be regarded as the rate base, end they ere two 
different ways of fixing rates, 

THE CHAIRMAN: Yes, but how does the requirement 
principle operate? 

MR O'DONNELL: Well, the requirement principle 
hes operated heretofore by the roilways going before the 
Board and Saying, "We need our operating costs, we need 
rates that will allow us our full operating costs, our 
interest on borrowed moneys, @ reasonable dividend end a 
reasonable surplus or additions sand betterments." That 
is the way they have been fixed heretofore, In the 21% 
Case, as I remember it -- I have not looked st this perti- 
cular aspect of it for some time -- while the figures of the 
Cenadisn Pacific were taken into account, os I remember Lu, 
the Chief Commissioner did Sey thet some regard had to be 
hed for the other railways -- there sre eighteen or nineteen 
of them who emplied for rate increases, although the two 
major reilwoyrs do handle about 98 per cent of the traffic, 
but they did not entirely disregard the effect thet the 
increase wou.ld have on the other roads 88 well, slthoygh 
in this laterst case the figures of the Canadian Pacific 


were taken and the judgment wes based in thet case Solely 
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on those figures, 

THE CHAIRMAN: Now, for the future does your 
company intend to tell us which principle ought to be 
applied by the Board? 

MR O'DONNELL: Well, 6st this point, ana sub ject 
to further instructions, my view is thst Section 325, the 
Section under which the rates are fixed, is broed and wide 
enough to allow the Board to fix rates on Whetever basis 
they think is the right way to do it. They are free to fix 
it on 3 rate of return. 

THE CHAIRMAN: Either on the basis of 5 return on 
investment--- 

MR O'DONNELL: or on requirement. They sre 
absolutely free, and they can take tbe rate of return base 
or theory if they wish to. Our friends suggested during the 
lest case that they had established s rate base and that the 
rate should be determined upon 9 rate of return. The Chief 
Commissioner Said that he could not agree--- 

MR FRAWLEY: Your friends -- you mean the Canadion 
Pacific? 

MR O'DONNELL: Yes; the Canadian P_cific hed asked 
that the rates be established on 2 rate of return basis, but 
the Chief Commissioner seid thst he could not sgree that a 
rate base, a Satisfactory rate base, had been established, as 
the provinces refused to acquiesce in the Suggestion, and 
the rates were fixed as they had been before. Your lordship 
Will find at poge 14 of the Judgment of the 20th of September, 
1949 -- thet is the 8% judgment -- the discussion regarding 
rate base and rate of return, and ot the top of page 15 
the learned Chief Commissioner said: 

"However I do not believe thot Such considerstions 
Justify me in determining without further evidence and 


investigation thet the investments have been prudently 
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made, and that the revenues have been sufficiently 
accounted for, Notwithstending, therefore, the very 
éble and learned erguments sdvanced by counsel for 
the Canadien Pacific Roilway and notwithstanding the 
evidence of the learned experts, I accept the arguments 
advanced for the Province of Saskatchewan and the 
Meritime Trensportation Commission thet much more 
evidence than that adduced will be necessary to 
justify this Bosrd in deciding thst from this exhibit 
and the evidence in its support s rate base hed been 
established for the Purposes of dealing with this 
applicstion," 
He did not egree that there had been 8 rete base estab- 
lished, end fixed rates on the basis that they hada pre- 
viously been fixed on. But under section 325 the Board 
is quite free to adopt either way. 

THE CHAIRMAN; Yes, I know, but does your compeny 
take the attitude that the Board should be left free? 

MR O'DONNELL: Yes, 

THE CHAIRMAN: That there should be no principle 
put into the Act for its guidsnce? 

MR O'DONNELL: Well, we have mede no Sugzestion 
for an emendment of thet section. We think the Section is 
Satisfactory, ond we think that it is better thet the Board 
Should be left unfettered in the matter of making retes and 
of meking them on the bosis that they sre fair end reason- 
able as they have heretofore, with the result that the 

railways have been able to live, 

COMMISSIONER ANGUS: On whet principle does the 
Canadian Netionol Railway .ect when it decides whether or 
not to support 5 request for a change in the level of 
freight rates by the Cenadian Pacific Railwey? Does it 


Simply look at the Censdien Pacific balance sheet and 
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eccounts and ssy, "Is that railwey earning enough? If not, 
_We will support them," or does it look to its own require- 
ments in gome way? 

MR O'DONNELL: I think it looks to its own 
requirements, When the Operating people come in and soy 
woge rates have gone up 17¢ on hour, thst is so mony 
millions of dollars -- $39,600,000 was what the 17¢ meant 
~- then the management decides that it needs an increase, 

COMMISSIONER ANGUS: But if it looks to its own 
requirements how does it define those requirements? 

MR O'DONNELL: How does it define requirements? 

COMMISSIONER ANGUS: Yes. 

MR O'DONNELL: Well, in thot particular case I 
have in mind, the only instances where they have had to 
apply for rate incresses in the last three or four yeors, 
they have been directly tied to operating costs, increases 
in material prices snd increases in labour costs, and on 
the basis of those changes in operating costs they have 
Said, "We need a rate increase of so much," 

COMMISSIONER ANGUS: But Operoting costs plus 
their fixed charges, 

MR O'DONNELL: Well, the fixed charges -~- how they 
Spend the proceeds of the rate once they get it is snother 
matter, but as to the operating costs I Say thet our 
application for increased freight rates in the last two 
cases in which I was concerned was based on those two 
Simple fects -- operating costs, that is, wages and material 
prices, have go increased, to the extent of x dollers, that 
we need an increase in freight retes thet will give us those 
increases or offset them. 

COMMISSIONER ANGUS: The effect of that would be 


to preserwe your surplus over those increases at whatever 


it was before, 


fi h | i Ae - ay 7 rae ee 
| a 
_ tI THgwons sninuze yewl! bry geal 3 Oi ee ne 3 


rae 
-ovtupes mio ath of Moot tb eaob co mart Sroqgue } “Elie 3 


7 mT 
fyow ome itt giana a 
Z ® 7 se 
* af - - i) 
| wo edt ot soot 3h wahiid - dla AT hee a 


q 


‘teegode.std co Geddomertiopest 
ny og a} decd (eric. ae Sb gv snog sven sitet sycH 


to anoliiin 


+ eel 4 a 
G JX = 


; : a al et one .; 
1 ne yD mie GLA a5 A ee wi ec lemme ys. Upos 
' : : 
: " i 5.4 » 3 ‘ t ¢ Tie? 1} 
, . edad : SoD bs) | 3 BieaG, Wer CINE : wu 


. x sie rhe BS? ve hah ea tai . 
ve 
‘ r 
i) e a: . ? “J 
¢ ‘ F a 4 ‘ . 
4 é ae a Pte 2h. aes + bile ‘ iD 
7) A 
- wf ae > ® * & * 
} Pol Wi wat soonsdenh, ul ig ,herte ot over 
C Abs he 
: Hi ” - * - ~ 
| Gast ant ml STOms mr soT yigae 
4 
6 
- .§ " , “gr 
. tayege of bakd, Citeetke ms von Yaad 
f 
- 
. cock . c ' _ ot DP 
- . a ba : Hea 8 Exe 3 ww i ; BRT t. a } 62 
wg ee wt an a i ay - " “e “ ei 
J ag ek 2 a ig wg at “ A wi. ee , 
7 - <* - ack “> — 
P i gaSs feo af ee OW ces fes 
Ce as oo aay Rees & -” i 
, si t+ .& i Fe bat pur! Se. i ee he CeCe al % 
ic 
a) 
‘ ss ee? Pe se ‘ 
at) Ay .earyens bextl road 
> 
ae) i 
4 : , we ee Sy 
i aps & a ¥ 
‘ bes Se ;: Me ped ” Bde ae s 
aa 
f - f uk 
Se ey ws Sn sAr “ r | 
-. st - u ‘ 1 eRe ‘¢ Ia BhSSooTd yy once 
CF 
= rm eos * ees (a1 far 
) be Y ae ah Ee rests ERS ; ie sued * peo 
} . 
obeys 5 aor ll io) walttebnn FT ies 
3 yhoo’ Hoe beth Tot. Kefesor.ggs | 
; - . Ste de ee er : tes” oe tt reas 7 
enantio. beetd fr Demo aie 269 Y gost i Sees 
é : 
5 
I pemim wes “4 a3 5 oe ign “ ss ae Oe ee : “ F » a 
ho cogew .@t dekt  miteoe gmb’aege +“ e¢ees Sagara. 
3 ™ . ue - 


HH EES Ls te inotxe ato oF heseosert on over. ,.6e nk 
$edt eotes ddg Tork eb eeeon _— nig. boat, av 

aah gaTko 19 soe sorons 
owe Ins to Jootio aah See TERM mo TBELOOD 
tore d> Boweocont, emeut? ete saci 0% ousting ot, 


yy aa a a ~ 
ie es 6Odiie na =. al a ‘ 


De ae? % 
ear. < e aoe 
eo 


ima 
rie on ne of van 


- 
i 


-20291- Mr, Foirweether, cr-ex, 


MR O'DONNELL: Well, as Mr. Fairweather end Mr, 
Cooper have Said, we never have had to worry very much 
Over surpluses over the last twenty-five or twenty-six 
years, except in the war years. 

COMMISSIONER ANGUS: Over your operating costs, 

MR O'DONNELL: Thet is right. 

COMMISSIONER ANGUS: You have had those, 

MR O'DONNELL: Just in the war years, really -- 
Once before, I think, 

THE CHAIRMAN: In eny case, the two railways did 
agree and had to agree on the percentege of increase that 
you wented, 

MR O'DONNELL: Well, the percentage of increase, 
I think, although I wes not in on the--- 

THE CHAIRMAN: For instance, you asked for 30 
per cent; that must have been by agreement between the 
two companies, 

MR O'DONNELL: Well, we said 30 per cent would 
be what we need to offset these incresses thet we have 
experienced and which have changed our position from what 
it would have been if the incresses in cost had not teken 
place, I assume there were Hiscussions; I was not--- 

THE CHAIRMAN: Wes that figure arrived at by 
thet Freight Association or whatever ¥oupidaliL "it? 

MR EVANS: No; the Railway Association of Ccnades 
is the nominal applicant, not the Freight Association. 
The Railway Associstion of Canade is the nominsl applicant 
on behalf of its member compenies, 

THE CHAIRMAN: Throat includes both of you? 

MR EVANS: It ine‘ludes both of us, end a number 
of others, I think eighteen or twenty smaller railways. 

THE CHAIRMAN: Weell, you see, in the result you 


arrived sat the same figure 33 of course, you had to. 
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MR EVANS: Yes, 

THE CHAIRMAN: Ang I think that is some sort of 
answer to Dr. Angus's question there ss to how the C.N.R,. 
arrived sat their figure. Do they say the C.P.R. needs so 
much, 30 per cent--- 

MR O'DONNELL: Ags I say, I was not at those 
meetings, and I don't know thet even if I had been I would 
want to be belting att my friends here how we deliberated 
end arranged 311 those metters, 

THE CHAIRMAN: Has this been the cage not only 
in the matter of these recent applications but in former 
applications too, that both your companies have agreed 
on the figure of the increase required? 

MR O'DONNELL: Well, my lord, maybe Mr. Evans can 
onswer thet. I only started in 1948, The last increase 
before that was 3 little earlier in my history then---- 

THE CHAIRMAN: A long time ago, 

MR O'DONNELL: Yes, 

MR EVANS: I only recall one case in the history 
where the two railways did not ultimately get together and 
egree on the percentage of increase, 

THE CHAIRMAN: When was this? 

MR EVANS: This I think wes in 1916 or so, when 
the Grand Trunk, I think, made an application in which the 
Canadian Pacific did not join. My friend will perhaps 
correct me on that -- yes, 1916, 

THE CHAIRMAN: But ever since then you have 
égreed on a figure to present to the Boerd? 

MR EVANS: Yes, 

MR FRAWLEY: A very effective combine. 

MR EVANS: My friend con telk sbout combine, but 
et all events he has saved himself s good deel of money by 
his activity, ena I suggest thet he has not yet paid us 
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enough, 
MR FRAWLEY: From now on we sre going to pey 
¥ou 2.1L. the time, it seems, 

MR EVANS: Now, I would like to mske just one 
little statement about this question that my friend Mr, 
O'Donnell mentioned. I may say that I am inclined to 
agree with him, thet the Railwsy Act as it stands does 


permit the Board to take into account return on investment, 


(Page 20295 follows) 
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But I am quite frank to Say this, that with the questions 
which have arisen with regard to apportionment of fixed 
charges and dividends to get to a formula, and with the 
changes in the requirements of the Canadian National 
which would come if it does go through, the proposals 

they now make, it seems to me that we must ultimately come 
to one system only, and that is a rate of return. 

The reason I say that is this. If you are on that basis 
it does not make any difference what your fixed charges 
are, what your equity capital is; it means only that you 
must out of a return on your investment service your 
capital requirements and provide yourself with a Surplus. 
All these questions, the capital structure of the Canadian 
National, the apportionment of dividends and fixed charges 
of our Company would perhaps be solved by going to a rate 
of return and nothing else for ratemaking. For that 
reason, although I think the Board has now the option to 
do that, and for the further reason that our friends, 
whether or not they are now prepared to take the position, 
did take before the Board the position that you had to have 


an evaluation, I suggest that we ought to get this thing 


Clarified in some form, and we make that Suggestion in 
the hope of elapifying».it, 

@. Now then, Mr. Fairweather, I am sorry to be so 
long with you. Now, whatever we may say about the pcssi- 
bility of the Canadian National earning a surplus -- I 
do not want to engage you in that discussion at the moment; 
I am going to come back to it -- leaving aside whether 
or not you are right or wrong on whether the Canadian 
National may earn a surplus, what, in view of the withdraw- 
al of the provision in Mr. Gordon's statement regarding 
surplus funds, is the intention of the Canadian National 


as to the use to be made of any surplus earnings it may make 
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A. It would use them for such corporate purposes 
as the board of directors thought proper to use them 
for, I would take it, and within the limits of our act. 

Q. Then, is it a part of your present intention 
in connection with these proposals that whatever the 
Surplus may be, no matter how large or how small, it is 
to be retained by the Company for its corporate purposes? 

A. Oh, I couldn't Say that. 

THE CHAIRMAN: Q.What did you say? 

A. I say I couldn't Say that because the legislation 
that governs our board of directors in this matter 
provides that the directors may retain the earnings but 
it also directs the board of directors to consider the 
paying over of Surplus earnings to the receiver general, 

Q. What legislation are you referring to? 

A. The refinancing act. 

MR. O'DONNELL: The Capital Revision Act. 

THE WITNESS: The Capital Revision ‘ct of the 
Canadian National Railway. 

-MR. EVANS: Section 10. 

MR. O'DONNELL: Yes. All I would say there igs 
that Mr. Fairweather is a man of many talents and many 
things but how my friend can expect him to prophesy what 
the board of directors may do this year or ten years from 
now or five years from now is something I don't think he 
can do, and I don't think again that he should be asked 
even to venture an opinion on it. I certainly would not 
undertake to ask my friend what his board of directors 
might do at some time under certain circumstances within 
the powers that the law gives them. 

THE CHAIRMAN: I should like first to have the 


legislation before me. 


MR. O'DONNELL: Section 10 of the Capital Revision 
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Act. It is 1 Georve VI, Chapter 22, 

THE CHAIRMAN: What year is that? 

MR. O'DONNELL: 1937. 

THE CHAIRMAN: It is Section 10 of this Act. 

MR. O'DONNELL: Yes, my lord. 

THE CHAIRMAN: I see that it reads: 

"Whenever the accounts of the National Railway 

System as certified by the auditors appointed 

by Parliament show surplus earnings after the 

payment of all charges including interest on 

Securities held by the public, the directors of 

the Canadian National Railway Comeny may cause 

to be paid over to the Minister for the Consol- 
idated Revenue Fund all or any part of any such 
surplus earnings." 

Thatis the law as it now stands. 

MR. O'DONNELL: Yes, and we have not asked for any 
change in it. 

THE CHAIRMAN: You wish it to be left that way. 
Have you anything to say about that now? 

MR. EVANS: Eyanitaae the witness what the propos- 
als would envisage doing with Surpluses if they should 
occur. 

THE CHAIRMAN: The proposal concerning the capital 
structure. 

MR. EVANS: Yes, sir. Is it their intention that 
it shall be solely for the board of directors to Say whether 
any part of the money is payable to the government as the 
owner of the equity capital, or is there to be some guaran- 
tee that the government shall have a return out of any sur- 
plus? 

MR. O'DONNELL: I object to the question as put 


and say it cannot be answered by this witness. [I further 
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draw attention to the law which is clear. In so far as 
the law is concerned it Operates in the same way as the 
law governing my friend's company. His board of directors 
decides what to do, 
MR. EVANS: Ican only take from what my friend 
Says that he is not prepared -- and I gather this is his 
answer to your lordship's question on March 20th -- to 
take the position that the Canadian Pacific should have 
Some guarantee that the reduction of the fixed charges 
of the Canadian National shall not be accompanied by 
Some assurance that the equity capital shall be permitted 
to earn a reasonable return. That was page 109 of part 
I of our submission. The position we took there was : 
"...Canadian Pacific would be deeply concerned 
in any reduction in the fixed charges of Canadian 
National unless the principle is recognized 
that Canadian National Should be permitted to 
earn a reasonable return on a reasonable level 
of railway property investment," 
Then at the end of paragraph 55 on the same page we 
Say: 
"A reduction in the amount of the fixed charges 
of Canadian National, unaccompanied by some 
Statutory assurance that its permissible earning 
power as a railway would not thereby be reduced, 
would offer a serious threat to the ability of 
Canadian Pacific to continue to function as a 
privately owned railway system.>" 
Really what I am trying to get from Mr. Fairweather, 
because he is one of the Senior officers of the Company, 
is what assurance, if any, accompanies the recapitalization 
proposals that the equity security holder, the government, 


Shall have paid to it some return on the equity investment 
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in the Canadian National. I would have thought that was 
a fair question either for this witness or for somebody 
from the Canadian National. 

THE CHAIRMAN: You relate it to the question of 
the disposal of the Surplus which the company may have. 

MR. EVANS: Yes, because that is after all the 
only return it can get. 

THE CHAIRMAN: At the present time Section 10 
Simply says that after they have paid all their liabilities 
then they may cause to be paid into the consolidated 
revenue fund all or any part of such surplus. There is 
no direction as to what they will do with the rest. 
That is what you are concerned about. 

MR. O'DONNELL: I point out that my friend's 
company is in exactly the same position. 

THE CHAIRMAN: That may be. We are bearing that 
in mind but we want to know now what Mr. Evans! concern 
is about this, 

MR, O'DONNELL: I don't know what his concern is. 

THE CHAIRMAN: We cannot know until he tells us, 

MR. O'DONNELL: I thought he had tried to tell p i vir 

THE CHAIRMAN: We are only going to know through 
his questions to the witness. We will adjourn now, 


--- The Commission adjourned at 4.50 p.m. to resume on 
Friday, April 21, 1950, at the hour of 2030-410, 
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Ottawa, Ontario, 
Peiday April 21, 1950. 


eye NSE N Ge Sik Bos Deen 
MR. EVANS: At the adjournment last evening, 
my lord, I had been about to give to your lordship and 
the Commission, in response to suggestion by the Chairman, 
exactly what my concern is. Your lordship will remember 
the words, "We cannot know until he tells us" were among 
the last expressions. There seems to be some impression 
that the withdrawal of the paragraphs in Mr. Gordon's 
Statement having to do with Surplus earnings is in some 
way a removal of the objection which we have expressed 
in the Brief and the concern which I from time to time 
have expressed throughout these proceedings. I venture 
to express respectfully to the Commission, and with the 
greatest deference to my friends, that the terms in 
which the withdrawal was made make it quite clear that 
all that is being done is that that portion of the 
Statement of Mr. Gordon is to be deleted and treated 
as if it had not be contained in the statement. Your 
lordship will find that at the beginning of page 20024 
and continuing over a couple of pages. At the bottom 
of the page, - and this is page 20025 - after the 
Chairman had said to Mr. O'Donnell, "You do not want 
any recommendation", we find this; 
"THE CHAIRMAN: You do not want any 
recommendation? 
MR. O'DONNELL: No recommendation. 
THE CHAIRMAN: The Board will be left 
free as it is today” 
MR. O'DONNELL: Under the Statutes as 
they stand today." 
THE CHAIRMAN: Is that the Board of the C.N.R.? 
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MR. EVANS: That is the Board of the C.N.R. 
he is speaking of, because the next statement of Mr. 
O'Donnell speaks of the Board of Directors. What 
I am suggesting to the Commission is this. The mere 
removal of the provisions with regard to surplus, while 
leaving the matter lacking in clerity at least as to the 
disposal of the Surplus, leaves it as I Suggest in a 
position where the Canadian National could do with its 
Surplus funds exactly that which this - original 
Submission by Mr. Gordon indicated was part of its 
Submission. In that light there is no real difference 
in my basic concern. 

I go this far with my friends, that the use of 
the phrase "rate stabilization fund" in the context 
in which it was used and in the terms in which it was 
used, in itself provides some difficulty, and to that 
extent the situation may be considered to be improved. 
But bearing in mind that my prime interest is not that 
the Canadian National should not be relieved but that if 
they should have large surpluses there should be some 
way in which it can be made necessary that those large 
Surpluses should not all be left in the hands of the 
Canadian National so as to bring about a pressure to 
make them the yardstick for rate making and to take into 
account after this recapitalization has been forgotten 
in the minds of the public, "Here are large surpluses 
which ought to be applied in the reduction oc freight 
rates." I am trying to be fair to my friends, but the 
position is almost exactly the same as if those 
paragraphs in the submission had not been removed. That 


is why, your lordship, I was putting to Mr. Fairweather 
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yesterday just before the adjournement a suggestion that 
he should indicate the policy which the Canadian National 
intended to follow with regard to the use of any surpluses 
it might have. 

THE CHAIRMAN: You are, of course, bearing in 
mind Section 10 of the Act. 

MR. EVANS: My friend takes the position that 
that permits the Directors to retain surpluses or pay them 
over, as they may choose. My hope would have been that 
that word "may" might be changed to "shall", with some 
qualification so that they may be allowed to keep some of 
the surplus for this non-revenue producing portion. 

THE CHAIRMAN: You think it should be token 
in, not smended? 

MR. EVANS: Yes. 

MR. O'DONNELL: Before we get to that point, 
may I say that as the Section stands today it applies to 


the Board of Directoss of the Canadian National, and they are 
in the identical pcesition of the Canadian Pacific Railway 


Board of directors, Why there should be any change in that 


position I do not know. Furthermore ---— 
THE CHAIRMAN: Pardon me, I understand what 


you mean, but what you said is ntnot altogether accurate, 
because Section 10 says that you may cause to be 
paid over to the Minister. 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: For the Consolidated Revenue 
fund all or any part of such surplus earnings. 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: There is no such provision for 
the Canadian Pacific. 


MR. O'DONNELL: When the Minister is referred to, 
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the Minister igs in an analagous position to that of 

the shareholders of the C.P.R. The Shareholders of the 
Canadian National are represented by the Minister. 

Therefore Section 10 provides for payment to the shareholders 
of the Canadian National of any surplus there may be, 

Just as the Directors of the Canadian Pacific are free 

to pay their Shareholders any Surplus there may be. 

THE CHAIRMAN: The Shareholder. in your case 
is the Government of Canada? 

MR. O'DONNELL: It is one shareholder, the 
Government of Canada. The people of Canada own the 
railway. The Directors are appointed and given the Sz 
Same power as the Directors of the C,P.R, with respect 
to Surpluses. My friend's Suggestion is that the 
Board of Directors of the Canadian National Should be 
put in en inferior position, that they are going to be 
rubber Stamps, and that they are not to be allowed to 
use their good Judgment as to how the railway should be 
administered in the event that there might be a surplus. 

have said 
Mr. Fairweather and Mr. Cooper as to the possibility 
of surpluses in the future - and they speak with the 
experience of 30 ror 40 years - that by ‘the set up 
which they are proposing should be recommended, they 
think in some years there may be a Surplus, but that on 
the average they will just about be able to break even. 
That is their assessment of the surplus position. But 
whether or not that be an absolutely accurate forecast, 
why should the Directors of the Canadian National be put 
in an inferior position with respect to using their good 
Sound judgment as representatives of the shareholders, 


the people of Canada, as contrasted with the Directors 
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of the Canadian Pacific? 

Your lordship will remember that when this 
discussion arose concerning Mr. Gordon's proposal with 
regard to surplus carnings, it was suggested that we 
might withdraw what was termed that "contentions "part 
of his submission. [I acquiesced in that Suggestion, 
or rather my client did Your lordship's Suggestio n 
was that the Section be withdrawn. At page 18999 we 
find this:- | 

"THE CHAIRMAN: Would you go so far as to 

Say - I know this question would require 

consideration and I don't want to force you 

into a snap answer - but would it be all right 

to withdraw this contentious part of Mr. 

Gordon's statement, and leave the Act. as: itedis?" 
That was the proposal. 

THE CHAIRMAN; That did not mean to say to 
leave the Act as it is forever. 

MR. O'DONNELL: No, not forever, 

THE CHAIRMAN: That Act as it is now, is still 
Subject to any objection to it that Mr. Evans may choose 
to take. 

MR. O'DONNELL: Oh, yes, and he may object to 
it. I have no objection to his objecting to it. 

THE CHAIRMAN: Mr. Evans is in the Same position 
to make suggestions concerning Section 10 as if that 
paragraph had never been contained in Mr. Gordon's 
Statement. 

MR. O'DONNELL: Yes; and Mr. Evans Said that 
he was asking for no amendment to Section 10. 


MR. EVANS: Yes. 
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MR. O'DONNELL: That is the situation. 

THE CHAIRMAN: He may have changed his mind. 

MR. EVANS: No. As I said to your lordship 
when this matter was brought up, I am not concerned with 
Section 10 as such. I am concerned that the legislation 
which is going to be necessary to give effect to this 
Should contain the direction whether you do it by 
an amendment to Section 10 or whether you do it by 
any other means. We have proposed one means, by 
an amendment to the Railway Act. I am not concerned 
particularly with Section 10. I am only concerned with 
getting some legislation emerging from this, because it 
is going to require legislation to do what is proposed. 
But I want to say this. My friend Mr. O'Donnell - 


and I am sure that he wants to be fair - says they want 


to be put in exactly the position of the Canadian Pacific. 


Let us look at that suggestion for a moment. 

MR. O'DONNELL: I said our Directors. Let 
me correct my friend before he goes any further. I 
Simply said there was no reason, in my view, why 
our Directors should be put in a position inferior to 
that of the Directors of the Canadian Pacific Railway. 
That is what I said. 

MR. EVANS: All right. Let us accept that. 
Statement, a position inferior to their Directors. 

MR. O'DONNELL: With respect to using 
judgment. 

MR. EVANS: The Directors of the Canadian 
Pacific have pressure on them to earn and to pay 
dividends to their equity shareholders. If they 


cannot do that, they cannot finance from their own 
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resources, except so far as they are able to have 
Surplus funds; and if they have surplus funds, they are 
compelled, if there is sufficient, to pay a dividend. 
All I am saying is that the Government is the equity 
Shareholder of the Canadian National, and the Government 
is not iclamouring to the Canadian National as our 
Shareholders are clamouring to us, to pay a dividend 
or to show a dividend. 

MR. O'DONNELL: Oh, Mr. Evans - - 

MR. EVANS: Please let me finish, Mr. O'Donnell. 

MR. O'DONNELL: How can you say that? 


(Page 20308 follows) 
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MR. EVANS: The commercial pressure, the financial 


pressure is on the Canadian Pacific to earn and pay dividends. 


If we can put the same kind of position for our friends of 
the Canadian National where there is pressure and need to 
earn and pay a return on the equity capital, I am content, 
but I do not want something to develop where the pressure 
is all the other way. We have no doubt in our minds, 
and I am sure the @ommission has not in its mind, that 
when the government sees large surpluses held by the 
Canadian National there will be a tendency in a great 
many directions to say, "Why should the Canadian National 
have these big surpluses? Why should the freight payers 
put up these large surpluses? There ought to be a 
reduction in rates," I could not put it any more 
clearly than that. 

MR. O'DONNELL: If I may be permitted to make a 
remark in respect of that, if we had these large surpluses 
tc which my friend refers, based on the fact that they 
would be earned on rates that had been established on a 
yardstick such as is used to-day, which we have not asked 
to have changed, then for every dollar that we have our 
Submission is they would have more, That..1s. our sub- 
mission, and we think we can establish that to the 
satisfaction of this Commission. That being the case 
why worry? Even if we did have surpluses, is it the 
Suggestion that the government would idly stand by, the 
owner, the shareholder in our case, and allow the moneys 
to rest in the till of the Canadian National? There 


would be the same pressure on us, and that is the view 


of our management. The government would expect the 
moneys to be turned over. They would not allow the 
moneys to rest in the till. There would be the same 


pressure by shareholders, in our case the government, on 
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the managenient of the Canadian National for a declaration 
or payment of whatever there was, which in the case of 
the C.P.R. would be called dividends, and which in our 
case is referred to ag Surplus, to turn it over to the 
government. There would be the same pressure. The 
C.P.R. board of directors have to pay dividends to their 
Shareholders, and in our case pressure would be placed 
upon us by the government. I say that for every dollar 
we would have they would have a dollar more. 

THE CHAIRMAN: What form would that pressure 
take? 

MR. O'DONNELL: The pressure would simply take 
this form. In the case of the C.P.R. if their board of 
directors would not declare dividends, having earned them, 
and having them available for any length of time, an 
annual general meeting or a special general meeting of 
Shareholders would easily change the board of directors, 
and in our case our board of directors, if it was not 
meeting with the views of the only shareholder, could 
likewise be changed. The same parity of position is 
there in each case. 

THE CHAIRMAN: Just a moment. You have one 
Shareholder, and that is the Government of Canada. 

MR. O'DONNELL: That is Tight. 

THE CHAIRMAN: Do you think it would be proper 
to have a provision that the sovernment might call on you 
at any time to hand over the whole or any part of your 
surplus? 

MR. O'DONNELL: I think the government -- 

THE CHAIRMAN: They could anyhow. 

MR. O'DONNELL: I think they can anyhow, yes, 

I say the act has been there since 1937, and any time there 


has been anything in the way of a surplus, andé it was only 
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during those four War years, the surplus was MBSGGT Tit 
waS not kept or held. 

THE CHAIRMAN: I know that, but we must still 
bear in mind that you are now asking for a recast of your 
capital structure which you hope will have certain con- 
Sequences, We must very carefully measure the result of 
those consequences on the C.P.R, and others concerned, 

I think the matter must be examined very, very carefully. 

MR. O'DONNELL: TI have no objection to it being 
examined very, very carefully. I am saying that my 
friend's suggestion that the directors of the Canadian 
National should be put in that inferior position where 
they are not allowed to exercise good business discretion 
and Judgment as the directors of the C.P.R. are, is unfair 
and unreasonable, 

MR. EVANS: I did not Say that. 

MR. O'DONNELL: And that there igs no difference 
in the pressure in any event because the same pressure 
he can point to from his Shareholders is there with 
respect to the pressure that can be put on our directors, 

COMMISSIONER ANGUS: Is the Suggestion not that 
the capital structure itself might provide a certain 
amount of pressure by indicating a sort of expected 
level of dividends? 

MR. O'DONNELL: My answer to that is this, that 
I am instructed the situation would be that for every 
dollar the C.N.R. would have the C.P.R. would have a 
dollar more in ordinary years, apart from years such as 
the war. 

COMMISSIONER ANGUS: Have you put that in re- 
verse? Have you made any estimate of how great the 
Canadian National Surplus would be if the Canadian 


Pacific were to get the rates necessary to give the rate 
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of return that it has asked for on the rate base it has 
put forward? Both those are in dispute, but I gather 
if it received the rate of return it thinks fair on the 
rate base it thinks proper that that would give a higher 
level of rates than to-day, and so to speak for every. 
dollar they get you get one, 

MR. O'DONNELL: We get less than they would. 

MR. EVANS: They get twice as much, my lord. 

COMMISSIONER ANGUS: Have you any idea what the 
magnitude of your Surplus would be under those conditions? 

MR. O'DONNELL: I have not made that exact type 
of computation. 

COMMISSIONER ANGUS: It would not be very 
difficult to make, 

MR. O'DONNELL: I do not think it would, but I 
do say that Exhibit 246, which is Mr. Cooper's computation 
of what the result would be if these adjustments we have 
aslced for should be granted, shows a surplus of $13 
million; $13 million on $550 million worth of Bross 
revenue, and on the extent of the business done by the 
Canadian National, is certainly not an excessive sur- 
plus. It is less than the item of additions and better- 
ments which was considered in the 21% case, and which 
was regarded as being synonymous with the word "surplus" 
in so far as the C P.R. was using it. There were 
$15 million or $16 million taken into the computation 
for that one item alone. 

COMMISSIONER ANGUS: If we do not use that 
hypothesis the result is very curious because the estimate 
given in Mr. Gordon's remarks is that the Surplus would 
average zero over a period, and if it did that at the 
rates that were proper for the Canadian Pacific, then 


even if you project into the future, as Mr. Fairweather 
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did, and state with the development in population and so 
on you would expect larger earnings, the answer would be 
yes but those would be wiped out by lower rates because 

the C.P.R. is the yardstick so that would mean that you 

would almost have to look forward to surpluses averaging 
zero unless the relative position of the two railways 

is changed. 

MR. O'DONNELL: Yes, that is true, unless the 
relative position changes we look forward to surpluses 
averaging zero. 

COMMISSIONER ANGUS: It seems to me we are 
hovering between the hypothesis of surpluses 
averaging zero, and the hypothesis that Mr. Cooper 
indicated, namely, that a proper earning might be one and 
a half per cent on the equity capital. It is a little 
confusing. 

MR. O'DONNELL: As I see it, there is no threat 
in our view to the Canadian Pacific whatsoever on the pro- 
posal set forward. It protects them amply, and our having 
done a little internal housekeeping and housecleaning in 
so far as the capital structure is concerned does not 
affect them one iota because they go to the Board of 
Transport Commissioners and the Board fixes rates that 
are just and reasonable not only to them but to all other 
railroads and to the shippers. 

COMMISSIONER ANGUS: As I understand it there 
is no test of what rates are just and reasonable to the 
C N.R., no criterion, no standard. 

MR. O'DONNELL: I think the test is that the 
C.N.R. is only one element in the entire over-all picture 
that the Board must take into consideration. There are 
twenty different railroads and there are fourteen million 


people, some of whom are shippers, and the Board of 
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Transport ‘Commissioners looks at the entire picture. 
Reference was made yesterday to section 325 which has 
Stood the test of time for thirty or forty years. I 
have not looked up the exact date, but it has been on the 
Statutes for a long time. Practically every word of it 
has been gone over and settled by litigation, and it is 
thoroughly understood by those who have to use and apply 
u ih ra That is why I suggest it would be a dangerous 
thing, in our respectful view, to adopt Mr. Evans! 
suggestion with respect thereto. 

COMMISSIONER ANGUS: If the Canadian Pacific is 
the yardstick that is one thing; but if aki the railways 
of Canada are the yardstick that is another thing. If 
the suggestion is that rates must be just and reasonable 
to all railways, and the C.N.R. the biggest of them, does 
that not in itself bring in a sort of auxiliary yardstick, 
potential yardstick, if you like, some suggestion of 
measurement, some suggestion of fairness, and what does 
it amount to? 

MR. O'DONNELL: In my view parliament has said 
that all that shall be determined by the Board of 
Transport Commissioners in the freest and most unfettered 
way possible. They are put there to determine what is 
fair to the country as a whole, to the Shippers and to 
the railways, and through the years they have always 
seen to it that Canadian Pacific was allowed rates that 
let them 4 panlllaie pha and healthy transportation life 
that they led. We have not any doubt that the Board of 
Transport Commissioners is going to continue to see to it 
that that very important element in the transportation 
life of Canada is permitted to live with rates that are 


just and reasonable to them, to the shippers and to other 
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roads also. We have not any doubt about that, although 
they seem to have fears. 

COMMISSIONER ANGUS: Have they also seen to it 
that other railways get adequate revenues? 

MR. O'DONNELL: In the 21% case the Chief 
Commissioner said, if I can find the passage, that there 
is no mathematical exactitude as to what the rates shall 
be, and they have to use their best judgment. That is 
what they were established for. That is why they were 
put there in 1903, to remove from the government the 
Obligation that prior to that year, as I remember it, 
was carried on by the railway committee of the Privy 
Council. This function was taken away from the govern- 
ment and turned over to the Board of Transport Commis- 
Sioners, to men whom it was felt were able to handle this 
matter in a businesslike way. They were put in charge 
of things and they were told to make adjustments, to look 
into things and try to hit upon what was fair and reason- 
able. They were given the broadest possible powers to 
dosthat. They did not have to follow any formula or 
any set of rules as to how they would establish rates. 
They are given these ery broad powers under section Seo. 
The Chief Commissioner, when invited by the provinces 
to disregard the Canadian National completely, said this 
at page 36 of the 21% judgment: 

"I cannot accept the contention of counsel 

for the respondents, that the requirements of 
“Canadian National Railways should be entirely 
disregarded. The fact that Canadian National 
Railways are publicly owned is not a good reason 
for excusing the users of the railways from paying 
just and reasonable rates for services rendered. 


To do otherwise can only result in calling upon 
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the taxpayers to meet large deficits which is 

Something which I think desirable to avoid as 

far aS may be reasonable and practicable. 

"Some regard must, I consider, be had to 

the needs of all the railways." 
The proposed amendment introduced by my friend yesterday 
to section 325 names the C.P.R. and provides that its 
requirements are to be taken care of, but under the law 
and under cases which have been on the books for years 
all railways are entitled to live in Canada, and the 
Board has to fix rates. 

THE CHAIRMAN: When you say "all railways" what 
in effect do you mean? 

MR. O'DONNELL: I mean -- 

THE CHAIRMAN: In so far as any judgment is 
concerned, did the Board not have before it for considera- 
tion the position of your railway and the C.P.R.? 

MR. O'DONNELL: And the eighteen or nineteen 
other applicants who were likewise associated in the 
application of the Railway Association. The Chief 
Commissioner said that inasmuch as the two major roads 
had the bulk of the business it was fair to suggest 
that rates should be fixed -- 

THE CHAIRMAN: Does the fact not remain that 
the Canadian Pacific is the only privately-owned railway? 

MR. O'DONNELL: No. 

THE CHAIRMAN: Are there others? 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: Can you name me some of them? 

MR. O'DONNELL: It is in the application. I do 
not remember offhand. 

MR. EVANS: The Toronto, Hamilton and Buffalo, 


the Napierville Junction, the Ontario Northland, 
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THE CHAIRMAN: I am not talking about provincial 
railways. I mean those subject to the jurisdiction of the 
Board. 

MR. EVANS: There are the Algoma Central, the 
Napierville Junction, the New York Central coming into 
Ottawa, the Wabash which Operates mostly over the line of 
my friend between Detroit and St. Thomas, I believe, the 
Chesapeake and Ohio, They all come under the jurisdiction 
of the Board. 

MR. FRAWLEY: It may be of interest to note that 
the financial statements of all these railways were put 
in as exhibits in the 30% case, and there was a wide 
variety of need. It ranged all the way from the Toronto, 
Hamilton and Buffalo that did not need any increase at 
all down to the Temiscouata Railway where a 200 per cent 
increase in freight rates would not have aided 16% That 
was the range we had, and the Board Simply took the 
Canadian Pacific Railway. 

MR. O'DONNELL: There are eighteen or nineteen 
roads which are listed in Schedule A to the application. 

THE CHAIRMAN: Does each one of those eighteen 
or nineteen roads operate itself? 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: Manages and operates itself? 

MR. O'DONNELL: I am not as familiar as I might 
be with this. The Central Vermont, the Michigan Central, 
the New York Central, the Pere Marquette, the Wabash all 
run into Canada, and they have an interest. 


THE CHAIRMAN: What about wholly Canadian rail- 


ways? 
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MR O'DONNELL: Well, the Toronto, Hamilton & 
Buffalo operates here; it hes its own independent msenege- 
ment. It has some wealthy friends who have en interest 
on S69 sbut 16) ib operated quite independently, as I 
understand it, Now, that is what the Chief Commissioner 
was talking sbout. He Said, "However, there is no use 
going over the individusl cases of the nineteen or twenty 
in the seme detail thet we will have to review" --- 

THE CHAIRMAN: Were 9511 these railways members of 
the Association? 

MR O'DONNELL: Yes, my lord, members or sssociate 
members, 

THE CHAIRMAN: Which fixed upon the 30 per cent 
as being the reasonable increase to ask for, 

MR O'DONNELL: Yes, my lord. 

THE CHAIRMAN: I still would like to know whst 
sort of yardstick you used in this Railwoy Associstion to 
arrive at that common need for all of you, 30 per cent, 

MR O'DONNELL: Well, I do not know just what--- 

THE CHAIRMAN: That is, you must have been very 
much closer then than you appear to be now. 

MR O'DONNELL: As fer as my road is concerned, as 
I understand it, we simply looked st it this way: We said, 
in 1946, doing virtually as much business as we were doing 
in the peak wer years, our position hes been changed from 
the surplus position thet we had to the deficit position 
by reason of these tremendous increases in prices of 
materiels which are used by our reilroed end in the weges 
which sre paid to our employees, 

THE CHAIRMAN: I em not talking of whether 30 per 
cent was too high or too low. 

MR O'DONNELL: No, I am not either; I om just 
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THE CHAIRMAN: TI am telking of this remarkable 
degree of unanimity. 

MR O'DONNELL: Well, I imagine there was dis- 
cussion. I would sssume that the reilrosd thet hed the 
200 per cent need of increase Seid, "Well, 30 per cent 
will not be enough for us," end the Toronto, H milton & 
Buffalo said, "Well, we don't need any," but there must 
have been 3 discussion end a meen emount errived at thot 
would, in so far ag it is possible to have any exactitude, 
take care of the Situstion, 

THE CHAIRMAN: Would the 30 per cent represent 
the necessities of the most needy of 311 these eighteen or 
twenty? 

MR O'DONNELL: On the overage I think it repre- 
sented the necessities of the railroads thst were to con- 
tinue to do business in Canada. 

COMMISSIONER INNIS: The C.P.R. was not the yard- 
Stick? 

MR EVANS: Oh, yes, they were, 

MR FRAWLEY: It is 911 in one peragraph that my 
friend started to read, my lord, on page 36. It is quite 
Clear, My friend read the first line: 

"Some regard must, I consider, be had to the needs 


of all the reilweys," 


MR O'DONNELL: TI wes going to read the rest. 

MR FRAWLEY: "But, 9s there can only be one rate 
for all railways, we Should, I think, endeevour to 
érrive at a just snd reasonable mean between the reilways 
in fixing the rates. Upon ‘consideration of 3ll thet 
has been placed before us I am of the view thet this 
can best be accomplished by taking the requirements of 


the Canadian Pacific Railway Compeny 3s the guide or 
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measure, in the establishment of whet we consider to 
be just end reasonable freight rsetes to be peid by 
the users of the reilweys." 

That is the pith of what the Board ssid about yerdstick,. 

MR O'DONNELL: And then the Assistant Chief Com- 
missioner--- 

THE CHAIRMAN: That is the Board's yardstick, Mr. 
Frawley, but the question in’ mind wes as to the yardstick 
of the Railway Association of Canada. 

MR EVANS: They did the same thing. They recog- 
nized that that was going to be the basis of the applica- 
tion, and it was made perfectly cleer in particuler in the 
20% *application that ell railweys agreed to accept what 
the Board might find was necesssery for the Canadien Pacific, 

MR O'DONNELL: Provided the formule which had 
been applied in the 21% Case were not disturbed, and we 
Said that if it were disturbed--- 

THE CHAIRMAN: I beg your pardon? 

MR O'DONNELL: Provided the formul> in the 21% 
Case which the Boerd had fixed were not to be disturbed on 
the review, but the C.N.R. said, if that formuls is to be 
disturbed, then our position will have to be looked at, 

THE CHAIRMAN: When was thet ssid? 

MR O'DONNELL: During the 20% Case. We did not 
have to sey it before that, because before that we put our 
figures end facts on the record in the 21% Case, snd it was 
argued strenuously that we should not be taken into con- 
Sideration at all. The Chief Commissioner said, "I can't 
do that, I won't do that." He said, st page 79: 

"While my calculations have been based upon the 

figures and requirements of the Cenadian Pacific Rseil- 
woy, I am not at ell unmindful of the requirements 


of the Canadien Netionsl Reilweys. 
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These reilweys, so importent to Cenadea, hseve now 
become well integrated and have a high stendard in 
service and Operating efficiency, 

It is a responsibility not easily essumed to 
completely ignore them when fixing 2 rate increase, 

And I do not think thot they should be," 

Now, it was with thot languege in mind thet we 
objected to section 325 being disturbed, because through 
the years the Board of Transport Commissioners, and the 
Roilwey Commissioners before them, have throughout edopted 
thet policy, that the requirements of 311 the roads must be 
looked into, not merely one. Back in the early coses, as 
far back as 1914, your lordship will find there the Stete- 
ment thet the requirements of 511 the roads have to be 
regarded, not merely the largest rood or that which obtains 
the greatest carriage, 

For instance, in the Eastern Rates Case, 22 C.R.C, 

4 (7 J.0.R.& R. 145 ona 147), in the judgment Sir Henry 

Drayton, who wes then the Chicf Commissioner, said, in part: 

"The Grend Trunk Railway Compeny" -- 

which today is part of the Cenadian National -- 
"was a line primerily built for the necessities of 
Eestern C nada. It runs into sll the large producing 
centres; it hes e well established and well worked up 
business; and in the territory where the vast ma jority 
of the rates in review sare in question, does the largest 
business and obtsins the grestest eernings. 

There can be no question insofar ss E2stern Canada 
is concerned, that any injustice could possibly be done 
the shipper in sccepting for primary consideration the 
actual results of the Grand Trunk earnings 2s 2 basis of 


rates," 


The Canadian Pacific were operating primerily end 
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chiefly in the west, ond their position was felt in the 
west to be one that--- 

THE CHAIRMAN: Thot wes in what year? 

MR O'DONNELL: 1916, my lord. 

THE CHAIRMAN: Thot was before your company 
existed, 

MR O'DONNELL: Thot is right; but this integral 
part of our company todsy, the Grand Trunk, is what the 
Chief Commissioner was referring: to, 

Then in 1917, in the 15% Case, we have this 
Statement again by Sir Henry Drayton, referring to the 
teriff situation and the railway subject, which igs 

" . . . surrounded with much difficulty, but some 
things are at least Clear. Among them it is clearly 
the duty of the Board to allow fair and just rates to 
carriers for the service they perform," 

Then he goes on to say: 

"There 1s no reason why the business of the 
Canadian Northern should be conducted et ea loss Simply 
because the country owns it." 

And further: 

"Whether there be room for issue on this score or 
not, et any rate under the Rellway Act the Board cannot 
consider rates on the Canedian Northern on 8 different 
basis to those on other roads Simply beceuse the country 
will in the future own the stock." 

That is not exactly the one I was looking for, my lord, 

In the 40% Case, in 1920, then Chief Commissioner 
Carvell made these very pointed remarks, Speaking of just 
end reasonable rates and the fixing of just end ressonable 
rates: 

". . . this Board must epproech it from the standpoint 


of the law as it now stands, which imposes upon this 
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Board the duty of 'iixine } determining and enforcing 
just and ressonable rates' not only for the Conadian 
Pacific Railway but for all other reilways under its 
Jurisdiction," 

COMMISSIONER ANGUS: Mr, O'Donnell, is that 
quite consistent with your saying you sare not asking to be 
made a yardstick? Ares't you really saying thet you are in 
fact recognized by the Board ag a component in the yard- 
stick or es part of the yardstick or something of thst sort? 

MR O'DONNELL: Well, we sre Saying simply that 
the Board cannot completely ignore this very important part 
of the railway system when fixing rates; that is true. 

COMMISSIONER ANGUS: Those ere very vague 
phrases, "cannot completely ignore", "connot Overlook", send 
SO on. Wheat account do you think the Bosrd should take of 
the needs of the Canadian National Railway? Whet is the 
measure of those needs? 

MR O'DONNELL: The measure of those needs is the 
measure of what would be just and reasonable to 811 who have 
any interest in the operation of railroads -- the carriers, 
the shippers, the people. 

COMMISSIONER ANGUS: What would be the measure of 
what is just and ressonable? 

MR O'DONNELL: That is something that the Bosra 
must use its best business Judgment about, in my respectful 
Submission, end that is what under section 325 they are 
permitted to do today. 

THE CHAIRMAN: Is thet answered by the formula of 
requirements? 

MR O'DONNELL: Well, it is -- as I gsaig yesterday, 
my lord, the Board does not have to fix rates on the basis 
of requirements, It hos heretofore done So, but it does not 


have to. It con adopt the other way -- thet is, on the rate 
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of return basis, or any other manner of fixing rotes;, 
and, in our view, thet is the wey the law should be 
allowed to remain, completely unfettered, 

THE CHAIRMAN: All that you are telling us now 
is directed to this argument, that section 325 should not 
be altered in any way; is that right? 

MR O'DONNELL: That is correct. 

THE CHAIRMAN: It should be allowed to remain as 
Lb Le 

MR O'DONNELL: We think so. 

THE CHAIRMAN: And thot even if the recapitalize- 
tion of your railway is done, that would furnish no reason 
for eny Safeguard to be introduced into section 325 to 
protect other reillways. 

MR O'DONNELL: We are satisfied that the Board of 
Transport Commissioners will see to it that whet is right 
end fair shall be done. 

THE CHAIRMAN; You do not think that it is possible 
that you may be put in a position to earn such Surplus as 
would be a menace to the other railways? 

MR O'DONNELL: No, we do not; and on the evidence 
before the Commission as it is to date, thet is our view, 

THE CHAIRMAN: Then you think that the fears of 
the Canadian Pacific in that respect sre perfectly ground- 
less? 

MR O'DONNELL: That is our view. We think there 
is no reason for keeping us in the poorhouse sat this point. 
-We are simply trying to get an adjustment which, on the 
best judgment of those who heave come before your lordship -- 
and they are the senior executive officers of the railroad, 
the President, the two Vice-Presidents, who have considered 
the problem, and the two Vice-Presidents have been with the 


problem for years and years -- this proposel which they make 
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would not herm the other road at all, and we submit that 
their feers in the circumstances ore quite groundless. 
If we had a $13 million Surplus efter the adjustment, 
surely. that. is nothing to be disturbed sbout, because if 
we have $13 million our friends will have more then that, 
much more, That is our view. I am sorry to have taken 
SO much time. 

COMMISSIONER ANGUS: Mr. O'Donnell, you say,**. 
"Rates should be Just end reasonable to the Cenadion 
Notional, end whet is Just and reasonable is what the 
Board may say is just end reasonable, becsuse we have 
great confidence in it," 

MR O'DONNELL: We have confidence in the Boerd, 
yes. 

COMMISSIONER ANGUS: Why do you ever address an 
argument to it, if it ig omniscient? 

MR O'DONNELL: Well, we have addressed arguments 
to it, on the besis that we know the Board has the power 
to fix the rates, and we assume that they ere going to do 
it in the light of the evidence placed before them and of 
whet the needs end requirements are from time to time, 
They have a continuing duty, ond they vary the rates up or 
down as the occasion requires, in order that the railways 
of Canada:'be kept healthy ss 2 whole, That is our frenk 
attitude with respect to the Board of Transport Commission- 
ers. On occasions their assessment of the matter may be 
Placed st a lower figure than we would like, in which 
instance we are entitled to go back and ask them to review 
it, ond they can review it under section 51; they can 
at four o'clock change an order that they made et eleven 
o'clock, ss far as that is concerned, snd that has been the 
way they have opereted through the years, sand successfully 


Operated, in my’ respectful view. There has been 2 leg in 
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the last few years; I egree with my friend Mr. Evans in 
that. The relief which should have been granted was not 
concurrent with the expenditures which were forced upon 
the roads by these wege increases, It took too long a time 
to get an edjustment, but that is Something which is a 
temporery matter, and the arguments which were eddressed 
to the Boerd, end which took such':s long time to dispose 
of on the various contentious points, have been more or less 
Settled, we hope, end our hope is that in the future it will 
not take so much time to settle these matters. The 20% 
Case in Jonuary of this year took four days, I think; the 
review of the hearing on that judgment, which gave the 
railways 4 per cent less than they hed epplied for, took 
one day this time, 

Now, there was 3 cycle, or there is 3 cycle, in 
these things , There hed been no rate increases since 1922, 
I think it was, end then in 1948 an epplicetion was made, 
Med ae dot.or things had happened since 1922, and there 
were 3 lot of erguments addressed to the Board thet took a 
lot of time, but we would think that in the future they can 
handle their business much more expeditiously thon that, and 
we have confidence that they will, end that is why we soy 
that 325, as it hoes Stood the test of time, should be allowed 
to remain there, and we say that with our amendment we will 
not have any enormous Surpluses such as our friends fear, ond 
if we did we Say our shareholders would put the some pressure 
On us as the shareholders of the C.P.R. put upnn them to 
declare oa dividend or pay it over, 

I am sorry I have interrupted to tske go much time. 

COMMISSIONER INNIS: There seems to be 2 general 
recognition thet the C.P.R. is not acceptable as 3. yerdstick, 
or that the Canadian National is not ecceptable es 4 yardstick. 
Is there ony possibility of developing, through the machinery 
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which is established, for example, in the Associstion, 
some sort of formule which is acceptable to the various 
groups? -- and I presume thot there would need to be 
included considerstion of the position of lsbour os well 
8s the position of the provinces, 

MR EVANS: Well, I think the answer, Dr, Innis, 
to that is that the provinces, whatever may have been 
their basis for Opposition, have consistently agreed that 
the Cenadian Pacific was the proper yerdstick. I do not 
think there has been any question of thst on the pert of 
the provinces. Whot they have tried to do has been to cut 
down the needs of the Cenadisn Pocific, and even in some 
cases to suggest that there were no such needs, but they 
never at any time have taken the position that the proper 
yerdstick was not there. It is the measure of what was 
reasonable that has caused the dispute. 

COMMISSIONER INNIS: The Bosrd seems to have 
drifted pretty spprecisably from that position, and I think 
that arguments might easily be made to the effect thet you 
cannot tie down the economy of the country or of one reail- 
road or of another railroad to the yerdstick which was 
imposed by enother roilrood. 

MR EVANS: Well, es a matter of fact, in the 
United States the position, I would suggest to you, is even 
less satisfactory, because there the return on investment 
is calculated by reference to a group in certain territories, 
rate territories, the eastern and the western snd the 
Southern, end they lump ell the railways together. Now, in 
doing that, end to try to give each of them 3 fair return, 
you ere bound to get some who will get no return end others 
who will get 5 very large return; but in Canede--- 


THE CHAIRMAN: Pordon me. Is there any provision 


for compensaticon there? 
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MR EVANS: Compensation? Only so far 28 the 
railways operating under the rate structure as found by 
the Interstste Commerce Commission can operate at a profit. 

THE CHAIRMAN: How ebout those who cannot operate 
at a profit, the poor reilways? How do they get elong on 
8 structure that is built over their heads? 

MR EVANS: The answer to your lordship is thst ea 
lot of them have not got slong; a very great number of them 
have gone through bankruptcy proceedings, They have had 
their capitelizotion written down, and they have head 3 
very drastic change in their requirements. But, as I was 
going on to say here, the position in Consde is 3 little 
peculiar. We have two large transcontinentel systems; 
that, to begin with, is the one thing thet is lecking in 
the United States. The second thing is that the other 
railweys ere minor in mileage; they are very small local 
railways. The third thing, and the most important thing, 
is that we have a publicly-owned transcontinentel system 
competing with s privetely-owned one. Now, that in itself 
produces a very different kind of problem, end I for one 
have no objection, 9s Mr, Walker said, to the Cansdian 
Nationel becoming part of 2 joint yardstick with us if some 
basis can be found under which the return on their invest- 
ment or a reasonable level of investment can be put slong- 
Side ours, 

THE CHAIRMAN: Do you think eny such basis might 
be found? 

MR EVANS: Well, I am hoping so. I have been 
trying to develop here what the views of the Cansdian 
Netionsl themselves ore, as to what they think would be 
proper for them to earn. I am trying to get the views of 
the Cansdian Netional as to whet they themselves think 


should be the proper earning. 
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Now I must turn, I think, to ; correct what I 
think is an inadvertent mistake by Mr. O'Donnell in his 
statement to you, that Mr, Cooper's Exhibit 246 showed 
that in 1949, with ell the rate adjustments asked for, 
the Canedian National woudd have o surplus of $13 million. 
Actually the Canadian National exhibit Showing such a 
Surplus was based on an increase of 16 per cent being in 
effect for the full year, Now, we have applied for 20 per 
cent, both of us have; both of us have felt that 20 per 
cent is the minimum needed, end so I 5m going to suggest --- 

THE CHAIRMAN: Hove any of these smaller railways 
joined in this further application? 

MR O'DONNELL: Oh, yes, they sre o11 in. 

MR EVANS: Yes, they ere all in. But whet I 
wanted to say to your lordship was this, that I cen show, 
and pert of my cross-examination of Mr. Cooper was designed 
to show, that 20 per cent on the Board's formule, and for- 
getting 311 the sllowances of expenses that are involved 
in that formula, 20 per cent on the Board's formula would 
produce for the Canadian Pacific in 1949 s surplus of only 
$14 million, a million short of the surplus the Board ssid 


Wes proper, That is the first point. 
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I say that on a comparable basis - and I am quite prepared 
to prove these figures - the Canadian National with a 

20% increase in rates in 1949 would have had a surplus 

of More than $28 million or about double ours. That meets 
my friend's point when he says a dollar of surplus to the 
Canadian National means more than a dollar of surplus to 
the Canadian Pacific. 

MR. O'DONNELL: We will have to let Mr. Fairweather 
deal with that. I would say that Exhibit 240, shows a surplus 
OF 4913,698;000, ... and if there were to be added to 
that the additional $7 million that would result from the 
additional 4% increase, it would still only come up to 
$20 million; and when we got $7 million, our friends 

would have had $7 million. In the circumstances, 
taking into consideration that we do about a third more 
work than they do, have a third more mileage, have more 
locomotives and box cars, it is not at all unreasonable 
that there should be a slight discrepancy and with that 
being proven we might have a little more return than they 
have. That is not at all unreasonable. 

THE CHAIRMAN: Shall we be getting back to 
Mr. Fairweather? 

MR. EVANS: Yes. It is hard to know where to 


begin with Mr. Fairweather. 


MR. S. W. FAIRWEATHER - RECALLED 


CROSS-EXAMINED BY MR. EVANS:-(Cont.) 

Q. I think when we finished last evening, we 
had been talking about what the Canadian National had 
in mind with regard to the dispositiom of its surplus, 


and we have heard I think from Mr. O'Donnell a suggestion 
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that you have not foreclosed the idea of paying some part 
of your surplus to the equity shareholder, the Government. 
Have you given any thought, first, as to what you think 
the surplus ought to be if the balance of rates and costs 
was redressed and second, how you would evaluate the 

need for paying some part of that surplus to the 
Government? 

A. My only answer to that would be this. Our 
Submission for recapitalization of the Canadian National 
Railways had a very modest objective. That objective 
was, as I stated rather graphically before, to take us 
out of the poor-house; because by so doing, it was the 
judgment of our management that they could improve the 
managerial efficiency of the property. These other 
hypothetical and suppositional ideas as to what might 
happen when we get out of the poor-house I consider 
as largely irrelevant. From my dealings with the Canadian 
National Railways, and if my judgment as an analist is 
of any value, I know that the recapitalization such is 
here contemplated, would not on the average produce 
large surpluses. If it produced on the average a little 
more than the zero figure that has been mentioned, 

I would not be surprised. But that it could produce 
large amounts beyond that, having regard to the trends 
that I have stated, and having regard to demands’? 
for additional capital which will have to be met, is 
contrary to my opinion; if it does, then I am a poor 
analist. 

COMMISSIONER ANGUS: If the Canadian Pacific 
were given the level of rates which it was suggested 


were appropriate, you would then have large surpluses, 
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would you not? 

A. No. That is, if I understood your question to 
mean a level of rates such as would keep the Canadian 
Pacific in a healthy condition. 

Q. If they were given a level of rates which 
enabled them to earn the rate of return that they have 
Suggested is appropriate, on the rate base that they 
have suggested is appropriate, you would then have a 
large surplus, would you not? 

As No. 

Q. Why not? 

A. To explain that we would have to go back to 
my remarks rpreviously about traffic density. The two 
properties are not identical. The great outstanding 
difference between them is in their traffic density:. 
As I said, the operating ratio varies in proportion to 
the inverse square of the traffic density. Conseqwntly 
when traffic density drops, the operating ratio goes up 
at a very sharp rate. There is approximately a ten per 
cent difference between the traffic density of the 
Canadian National and that of the Canadian Pacific 
Railway, the Canadian National being about ten per cent 
less dense than the Canadian Pacific. That has the 
inevitable effect that the Canadian Pacific has a 
cushion of net revenues which the Canadian National does 
not have. I expressed it previously by pointing out how 
barometrical the net earnings of the Canadian National 
were. I think perhaps I might illustrate what I have 
in mind if I submit a little statement which I prepared, 
showing the amount of money available for fixed charges 


which I as an economist consider to be the primary test 
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of stability. 

Q. That amount would be increased by higher rates, 
would it not, if there was an increase in the base? 

A. Yes. But what my point is, is this. There is 
a relativity. Might I suggest that this little state- 
ment be perhaps put in the record. 


MR. O'DONNELL: He means marked as an Exhibit, 


my lord. 
MR. COVERT: It will be Exhibit 271. 
PARE BIT O71 50) Lidled, by : Statement of Revenues 


Mr. O'Donnell : Available for Payment 
>: of Fixed Charges - 
: UO .Hws pene. Pei. 
+ 8023 = 2048. 
THE WITNESS: In this statement, I have shows 
the net revenues available for payment of fixed charges 
of the Canadian National Railways and the Canadian Pacific 
Railway over the years from 1923 to 1948 inclusive, and 
I have shown the difference. You will see that for all 
years except the years 1942 to 1945 inclusive, the 
difference was in favour of the Canadian Pacific Railway, 
and is a measure of that cushion which I said exists. 
Those war years where the situation is reversed are very 
exceptional and cannot, in my opinion, be of any value 
whatever in forecasting the future. A war economy is 
quite different from a peace-time economy. Actually 
these amounts shown in the war-time are not true 
earnings at all. They are simply part and parcel of the 
burden of bearing the terrible destruction of the war. 
They are like a shot of adrenalin put into an animal; 
he will behave for a short time in a certain very vigorous 
manner. But even had you continued the state of war 


you would not have continued these earnings. You could 
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not have continued those earnings. They are, in fact, 
not earnings as such, in my opinion, at all. So if 

you look at peace-time Operations, you will see how 
quickly, after the war-time stimulus disappeared and the 
artificial conditions of war disappeared, the trend 
re-asserted itself. You will finda too, that that trend 
re-asserted itself because we came back once more to the 
position of traffic density that had existed prior to the 
war. That relativity will continue, so far as I can see, 
so that as the industry of the country increases, and as 
we get more population, there will be a continuing 
tendency for the Canadian National Railways to remain 
inferior in traffic density to the Canadian Pacific. 
Consequently, and for that reason, rates which yield a’ 
certain return to the Canadian Pacific Railway will yield 
to the Canadian National a return available for fixed 
charges, in my opinion, somewhere between $20 million 

and $30 million a year less. If you look at that analypis 
of our fixed charges, you find this condition. The 
Canadian National Railways has asked for an adjustment 
of its fixed charges which will reduce them in 1949, 

if you give credit for the $9 million interest on the 
Special funds which Mr. Gordon recommended, a figure of 
$17,833,613. If you look at the fixed charges in the 
return from the Canadian Pacific Railway for 1949, you 
find them stated at $14,543,817. I therefore submit 

that the Canadian National Railways will, on the average, 
have $20 million to $30 million less available to pay 
fixed charges which are greater than those of the 
Canadian Pacific. That is why I say that these fears 

of the Canadian Pacific with regard to this modest state- 


ment of recapitalization of the Canadian National and that 
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this apprehension that 41+ will have some terrible effect 
on the Canadian Pacific is something that I cannot see. 
COMMISSIONER ANGUS :Q.I must have asked my 
Question very badly. My question in its simplest forn, 
I suppose, is this. Would rates which increased the net 
income before fixed charges of the Canadian Pacific 
Railway also increase the net income before fixed charges 
of the Canadian National Railways? 

Ay LES, 1b would, 

Q. In that sense, would that produce a surplus of 
some size? 

A. It would produce a surplus of some size. But 
what I said was that, over the years, that surplus would 
not be substantial in amount. I would not say that it 
would average zero, but it certainly could not average 
any large amount, in my opinion, knowing what I know of 
the Canadian National Railways. 

MR. EVANS: Q. As to Exhibit 271, Mr. Fairweather, 
I have not had a chance to study it. But do the figures 
Shown in the C.P.R. column include this other Income 
or just rail income? 

A. These figures are taken from the Dominion Bureau 
of Statistics' analysis of the Canadian National Railways 
and the Canadian Pacific Railway. 

Q. I am not doubting the accuracy of the figures, 

I merely wanted to know what was in them. 

A. The figures are on that authority. The authorities 
are Exhibit 232, the C.P.R. and Exhibit 218, C.N.R., 
which are the Dominion Bureau of Statisticg§! analyses 
of the Canadian National and the Canadian Pagific. 

Q. You do not know whether the figures include 


Other Income, whether it is corporate income? 
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A, I know the analysis was made for the purpose of 
making them comparable. 

Q. My information is that they include the Other 
Income. 

A. I will be glad to check that feature. 

Q. Yes: 

A. It starts off with this; Operating revenues, operating 
expenses, net operating revenue, net income before fixed charges. 

Q. Yes. 

A. And there is a note "D" on that. 

Q. At all events, my instructions are that those figures 
of the Canadian Pacific do include €ther Income; and I think 
you would agree that on that basis, assuming that they do, 
it would hardly be fair to compare the results, for our 
purposes, based on the other income earnings of the Canadian 
Pacific Railway. 

MR. O'DONNELL: When you say "cther tncome", what do 
you mean? 

MR. EVANS: Other than railway income. I thought we had 
srrived at a common term. 

MR. O'DONNELL: I did not know what my friend meant. I 
understood him to say the figures include ‘Other Income". 
They include certain railway income. 

MR. EVANS: All I put to the witness was that my 
instructions were that these figures did include %3ther 
Tncome of the Canadian Pacific Railway; and I asked him whether, 
if that were so, it would not be unfair to make such a 
comparison. 

2. Perhaps you would like to take time on that. 

A. Yes; I think I should on that. 

Q. We can come back to that matter again. 


A. Yes; we cam come back to it. 


Q. Before we got into the last discussion, I think I 
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had asked you a question. Perhaps I should more fairly have 


put it to you in two parts. Have you given any consideration, 
Be / officer of the Canadian National, or has the Canadian 
National itself given any consideration as to how much surplus 
they should be permitted to earn under the rate structure? 

A. I have already stated that our objective was a simple 
one. It was to give us a chance of operating without 
chronic deficits. 

Q. Is your answer to my question that you have not given 
consideration to the extent of your surplus, or what it should 
be? 

A. I think that would be an inference. We are content 
if we can operate without deficits. 

Q. Yes. 

A. If I might add to that answer, I should like to add 
this. It is my considered opinion that if we are desiring: to 
put the capital structure of the Canadian National on a basis 
where it would be completely self-supporting, the reduction 
in the capital structure would have to be more drastic than it 
has been suggested it should be. I have no reservations on 
that score. That is why I said that our reduction which we 
were requesting is considered as modest. 

Q. May I put this further question to you. As an officer 
of the Canadian National, are you prepared to say that at no’ 
time in the future will the Canadian National ever earn as much 
as $50 million surplus after fixed charges? 

A. Oh, I would not say that would be an utter impossibility 
In a property of the size of the Canadian National, and under 
very special conditions, I would not think that that would be 
an absolute impossibility; but what I say is this. If the 
Canadian National 7 earning such a figure, the Canadian 


Pacific would be earning 2 bigger figure. That is what 


I am saying. 
Me (Page 20342 follows) 
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Q. That is your view? 

A. Incidentally, it just comes to my mind that 
while I used in that previous submission the amount avail- 
able for fixed charges you will find almost the same, or 
Substantially the same difference, if you just stick to 
net revenue from railway operations, so that my point 
is fully Substantiated, 

Q. Of course we have got to go into that a little, 
but since it might happen that the Canadian National would 
receive a surplus of $50 million, and leaving aside for 
the moment what kind of Surplus the C.P.R. would have, 
what in your view would be the means by which that surplus 
would be disposed of? Would your view be you should keep 
it all or pay a part of it, or what part of Pt, ‘to the 
government? 

A. I think that would be a matter first in the 
discretion of the board of directors of the Canadian 
National, and secondly a matter of concern to the share- 
holder. You can hardly expect me to say what might 
happen in some hypothetical situation that I cannst see 
as probable although I say it is conceivable. I think 
it would be a conceivable idea that if such a surplus 
did exist it would be a reasonable matter for considera- 
tion of the board of directors of the Canadian National 
Railways to turn over some of it to the government, and 
if they did not elect to do so I consider it conceivable 
that the shareholder would say to them," Now, we are 
not satisfied with the way you are dealing with this 
thing and we will have something to say about it in our 
annual meeting." 

Q. Now then, if such a surplus did eventuate, and 
there was pressure brought upon the government and upon 


the Canadian National to give back some of that surplus, 
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as it were, or to reduce rates so as to eliminate such a 
Surplus in the future, would there not be a real danger 
that that pressure would become so great that you would 
have to consent to a reduction in rates? 

A. Well, I think you are looking at this thing 
unilaterally, and I cannot Look ate.t unilaterally. This 
Surplus you are talking about to the Canadian National 
would be accompanied by a larger surplus to the Canadian 
Pacific -- 

Q. Does 16° notis« 

A, May I continue my answer? 

Q. All right. 

A‘ Under such circumstances the question of 
adjustment of rates may arise. I cannot say, but I cannot 
see how it would arise out of a Surplus of Canadian 
National which, owing to the capital structure as adjusted, 
would be always smaller than that of the Canadian Pacific; 
that is, the amount available from the operations of the 
railway. 

Q. Now, I take it your whole answer depends upon 
the assumption that the surplus under given conditions 
which the Canadian Pacific would get would at all times 
be greater on a given level of rates than that of the 
Canadian National? 

A. Let us get this straight. What constitutes 
a surplus is perhaps a little debatable. What I would 
prefer to talk about is the amount available for fixed 
charges. That is the test of stability, as I see it. 

Q. I will take it either way. 

A. I will take it as available for fixed charges, 
and then I say on that ground that I am perfectly certain 
that in normal operation of the railway busin2ss in this 


country that the Canadian Pacific will have a greater 
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amount available before fixed charges than the Canadian 
National by reason of the difference in traffic density 
of the two properties, always assuming of course that the 
Canadian Pacific continues to have the same high degree of 
efficiency it has had in the past. 

Q. Oh, quite, and I would not ask you to assume 
otherwise. Taking the position in which we now find 
ourselves where the Canadian National traffic density is 
about 10 per cent less than the Canadian Pacific, let us 
assume that it 3 develops in the future that the traffic 
density of the Canadian National is 10 per cent more than 
the traffic density of the Canadian Pacifica, Would you 
then assert that the assumption upon which you made your 
last answer would obtain? 

he Oh, certainly not. If we should by some con- 
ceivable condition overcome that handicap of traffic 
density I should expect that the Canadian National opera- 
ting results would reflect it. I maintain that we are 
an efficiently operated property, and that would necessarily 
flow, but I would add that from my Size-up of the conditions 
in Canada, as I have been studying them for years and years, 
it does not indicate any probability of that happening. 

AS a matter of fact, as I have stated I see a job of work 
coming along to the Canadian National Railways in the 
future of adding to the development of this country by 
extending lines, and that will dilute our traffic density, 
so that we will be tending to increase it in one direction 
by the growth of the country and we will be tending to 
dilute it as we have to have development lines. 
COMMISSIONER INNIS: Mr. Evans, I should like 
to push your argument 2a little bit further. 


Q. Let us assume that you have secured a surplus, 
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both in the case of the Canadian National and the Canadian 
Pacific, and let us assume that the next step follows, 
that is to say, the provinces insist on having lower rates 
and labour insists on having more wages, and as a result 
the trend starts downward. In a downward trend do you 
think that your position would be better than in the case 
of the Canadian Pacific, or would the Canadian Pacific 

be in a better position? 

A. Always the line with the lower traffic density 
suffers, and if we were faced with a reduction in revenues 
it would shove our operating ratio up at a faster rate 
than that of the Canadian Pacific in the same circum- 
stances, 

Q. It would not shove it down? 

ee It would shove the operating ratio up. 
Q. Oh, the operating ratio. 

ep Yes, and the net available for fixed charges 
would go down, 

Q. Would the Canadian National not be in perhaps 
a little more exposed position with regard to demands 
for rate reductions or demands for increases in wages, 
and consequently would that not press on the C.P.R. a 
little bit more than ordinarily would be the case? 

A. That is a very interesting question. It is 
a matter on which I do not mind saying that in my 
early association with a government-owned enterprise 
I had substantial fear. Experience gained over some 
thirty odd years, a little more than thirty years, has 
taught me that if we can continue in the future the 
same sort of managerial skills and the same type of 
direction that we have had in the past, that those fears 
are groundless. The privately owned property and the 


publicly owned property have met on those matters and 
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have seen eye to eye, and have dealt with them fairly and 
Squarely, and I have not seen any discernible trend whereby 
the Canadian National management was softer than your 
private management in this regard. 

Q. Do you think the attitude of the provinces or 
the attitude of labour is softer? 

A. Well, the attitude of labour is naturally to get 
what it can, and I do not blame them. I can quite 
understand that the attitude of the public who pay the 
freight rates is that they desire to get them as low as 
they can. It is always a stress between opposing forces. 
All I can say is that in my experience the management of 
the publicly owned railway has not been deficient in that 
regard. 

MR. EVANS: Q. Now, Mr. Fairweather, speaking of 
this possibility that the traffic density of the Canadian 
National might equal or exceed at some future time the 
traffic density of the Canadian Pacific, are you quite 
clear in your mind that there is no such possibility? 

A. I think it would be very remote. I cannot 
conceive of it, but I am willing to assume it as a 
hypothetical question. 

Q. Because I was going to put to you a statement 
made by Mr. Hungerford in 1938, This statement comes 
from the proceedings of the special Senate committee in 
1938. At page 1055 he said: 

"The Canadian National has far greater me 

tentialties than its principal rival in Canada, 

or for that matter any other railway on the 

continent, because no other railway isso well 

located in relation to the natural resources of 

the northern half of this continent. Consider, 


too, that in the highly industrialized section 
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of the country, which will continue to draw its 

Stimulus from the development of the north, that 

the Canadian National is pre-eminent in serving 

every industrial centre,and I think you will 

realize the truth of what I have said, that the 

potentialities of the system are very great." 
Would you agree with that? 

Ny Oh, I agree with it, but a great many people 
did not. I seem to recall times when words like that 
were considered to be utter folly. I agree with them. 
I think the Canadian National has potentialities, and 
I have tried to explain that these potentialities are 
Substantial in themselves, that it is reasonable to 
Suppose that there will be growth, and that there are 
discernible trends also that make that problem, let us 
Say, less clearly definable as to the future. 

Then again, while our northland is a vast 
Storehouse of wealth, the jtapping of that storehouse 
of wealth is going to call for large amounts of additional 
capital. There is no doubt about that. 

Q. Would that not be likely to be, at least in 
part, also the duty of the Canadian Pacific to build 
development lines and to undergo the stresses? 

A. Yes, and to the extent that they did they 
would participate in the same advantages. 

Q. We were speaking there, and I think you agreed 
with this statement, that the Canadian National had far 
greater potentialities than the Canadian Pacific? 

A. I agree with it, yes, that in my opinion it 
has greater potentialities, and also accompanied by 
greater problems. I think that is what Mr. Hungerford 
was aiming at. He was trying to explain a situation 


where the Canadian National was being charged at that 
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time with being such a burden on Canada that it was 
bankrupting the country, and he was explaining that if 
you had patience and let the country grow up to the 

Size of the Canadian National that it would change the 
picture, but where I qualify it is that in that growth 
the Canadian Pacific would also be growing. Mr. Hunger- 
ford did not say the Canadian Pacific would not grow in 
importance also, and what I am Saying is that the relative 
position of the two properties would not in discernible 
time change to a point where the traffic density of the 
Canadian National would equal or exceed that of the 
Canadian Pacific, and traffic density is the basic factor 
in determining the availability of funds under the same 
rate base. 

Q. May I suggest this to you, and I wish you would 
check me if I am wrong about it, that since 1917 the 
traffic density per mile of line measured in net ton 
miles of the constituent lines of the Canadian National 
has increased by about 90 per cent? 

A. Since what year? 

Q. From 1917 to 1949, 

A. Yes, I would not be surprised at that. 

Q. I suggest to you in the same period the 
Canadian Pacific growth in traffic density expressed in 
the same terms is about 37 per cent? 

A. Yes, but what was the difference in traffic 
densities of the two properties? 

THE CHAIRMAN: Will you please repeat the 
figure for the Canadian National? 

MR. EVANS: I suggested to the witness, and he 
agreed, that it was probable that the traffic density, 


expressed in terms of net ton miles, had grown by 90 


per cent since 1917. 
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THE CHAIRMAN: In the case of the Canadian 
National? 

MR, EVANS: Yes, in the case of the constituent 
lines of the Canadian National, I also suggested to 
him that in the same period the traffic density of the 
Canadian Pacific in the same terms of net ton miles had 
grown by approximately 37 per cent. 

THE CHAIRMAN: The Canadian Pacific, 

MR. EVANS: The Canadian Pacific. 

Q. Have you any reason to doubt that? 

A, I have no reason to duubt the accuracy of the 
figures, but I still Say that it does not vitiace in the 
Slightest degree my general conclusion. I do not know 
quite what it would mean. If you are leading 
from that to the inference that at some time in the 
reasonably foreseeable future we would overtake the traffic 
density of the Canadian Pacific I would differ because, 
for instance within a discernible time, we have added 
to our system within the last year somewhere around 
800 miles of railway with a traffic density so low that 
you cannot discern it. 

Q. I would be the last to suggest, Mr. Fairweather, 
that you should not perhaps have the Newfoundland Railway 
on terms that would eliminate that from any calculation 
as compared with the Canadian Pacific. I am not asking 
that we leave you in a position of holding back on the 
Newfoundland Railway. I am not asking that at all. 

A. I only used that as an example, but if you 
Start lopping off from the Canadian National all of these 
things that I point to as being conducive to low traffic 
density and take a look at the remainder of the property, 
you would eventually come to a place where the traffic 


density of the remaining lines would be higher than that 
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of the Canadian Pacific, and I say that is unrealistic. 

I pointed out the other day to bring the traffic density 
of the Canadian National up to the traffic density of 

the Canadian Pacific -- and I think the calculation was 
made before the inclusion of the Newfoundland Railway -- 
would require some 2,383 miles to be lopped off the 
Canadian National system. If you did that sort of thing 
I would be prepared to agree with you. 

Q. You are not prepared to countenance the possi- 
bility that the Newfoundland Railway might be left out 
of the system accounts and treated separately as in the 
case of the Hudson's Bay Railway? 

A. I think evidence was given with regard to that. 
We stated our case to the government, and the government, 
for reasons that they thought good and sufficient, said, 
"We entrust it to you to be included in the Canadian 
National System." I know that it is not an open and 
shut case. I think for the Canadian National Railways 
to try to achieve a favourable income position by taking 
sections of the country to which it extends service and 
reducing them, so to speak, to second-class communities 


is a matter that requires serious consideration. 


(Page 20352 follows) 
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They are entitled to Canadian National 
servi e and they get it. To segregate them and to 
say to then: "You are a sort of dead losing 
proposition and we cannot treat you as anything 
except a second-hand cousin," has a distinct 
bearing upon this problem, 

THE CHAIRMAN: Q, Are you describing, for 
instance, the position of the Hudson's Bay Railway? 

A. No, I look on that, sir, as it was,/e purely 
experimental line for a Specific purpose to reach 
&@ port on Hudson Bay; and there were, perhaps, 
good reasons for excluding it, 

Certainly there was not, in that area, any 
of these elements of public convenience and 
necessity that I am talking about, Any traffic 
moving over it was moving to an experimental port, 

But what I refer to is a thing like the 
Temiscouata Railway, There you have an example of 
a road taken over by the public for reasons which 
were thought to be good and sufficient, and entrusted 
to the Canadian National Railways. 

I personally think it would be difficult to 
segregate it out and to say that everything done on 
the Temiscouata Railway shall be kept in one little 
packet and be dealt with that way. I say thet it 
introduces bad managerial possibilities, and it 
certainly introduces a bad attitude towards the 
public, 

I think the way in which Mr, Gordon has 
submitted this thing is much more sensible, We 
take them in and we discharge our stewardship and 


we say: "Give us relief," 
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---Upon resumption, 

THE CHAIRMAN; Very well, Mr. Evans, 

MR. EVANS: Q. I want to put one or two further 
Suggestions to you, Mr, Fairweather, in the terms in 
which they were put by Mr, Hungerford in the same pro- 
ceedings, 

Mr, Hungerford at page 1048 of these same pro- 
ceedings spoke of the average of $45 million earned by 
the Canadian National after payment of operating 
expenses in each of the five years 1925 to 1929; and he 
Said that was despite the fact that a program of re- 
habilitation of properties was going on involving very 
heavy operating charges. And he said that "under similar 
traffic conditions in the future I am confident that 
the net earnings would be substantially greater." Would 
you agree with that? 

A. I would certainly agree with it if the future 
had not contained qualifying developments. 

Q. You are thinking mainly, I take it, in terms 
of motor competition, 

A, I am thinking in terms of motor competition 
and also in terms of inflation of the dollar, which 
necessarily bears heavily upon low traffic density 
lines, 

I think there is inflation and there is motor 
competition and increased water competition as well 
as increased air competition and the necessity for 
developing all lines; and finally something which I 
think has a distinct bearing on the future, 

Mr, Hungerford was speaking of the things that 
had to be done to bring the property into good operating 
condition in that period up to 1929, 


Subsequent to then we had a great depression 
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and in that great depression we adjusted our program 

of what constituted good physical conditions, fair and 
reasonable physical conditions of the property to be 

in accord with the traffic level that seemed then to be 
in evidence, 

In doing so we created a managerial problem, 
And when the tremendous Surge of traffic of the war, and 
the continued high level of traffic of the post-war 
period took place -- I know that what I am referring to 
is perhaps a bit technical, but it is a real managerial 
problem. 

It is nothing short of a marvel that the 
Canadian National Railways were able to bear the burden 
of war traffic with a property that had been adjusted to 
a level of traffic of less than half of that amount. 

It has left its mark on the property, and the 
results of operations in the future are going to be 

influenced by it. 

With this qualification I agree with 
Mr, Hungerford's statement, 

Q. Yes. The technical aspects of which you 
last spoke, and the effect of the depression on the 
plant -- I suppose all that was also something from 
which the Canadian Pacific had to adjust itself? 

A. I really would not know what the Canadian 
Pacific did, or how much they did, or to what extent 
they followed the same policy as the Canadian National, 
I speak for the Canadian National policy and I speak 
of it with knowledge. 

Q. But it would not surprise you if that were so? 

A, No, it would not surprise me. It is probably 
common to both properties, but I think it is perhaps 


a little harder on the Canadian National because the 
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Canadian National hea not succeeded in 1929 in getting 
its properties into class A condition, 

We still had thousands of miles of line that we 
were quite unhappy about; and of course, when the great 
depression hit us, we just had to shut down all plans 
for improving those lines, 

Therefore in the period we are now looking at 
we still have that Problem, and we still have the problem 
Of picking up the stresses and strains of the war period, 

Q. Now, with regard to the Canadian Pacific, of 
course the Canadian Pacific had a financial problem in 
the depression period which prevented it, as you know, 
from getting the necessary money for its capital improve- 
ments? 

A. Yes, I am aware of that; and to some extent of 
how it was met and alt that. But I think my statement 
remains a fair statement of the position, at least, of 
the Canadian National. 

Q. Now then, you do recall that this statement made 
by Mr, Hungerford was made in 1938? 

A. Oh, yes, 

Q. And by that time motor competition had become 
quite a serious factor? 

A. It was, yes. 

Q. Because as I understood it, it had its greatest 
growth and probably its greatest effect on railway rates 
in the period of the depression and the years prior to 
the war? 

A, I think that is a fair statement, yes. 

- Now then, as regards -- 


Q 
A. Well, may I qualify my answer? 
Q. Yes. 


A. Up to that time, yes, I agree: but I think I 
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should qualify it with regard to the present prospective 
outlook, 

Q. I thought what you indicated in your previous 
evidence was that you foresaw in the future and in the 
immediate present, increased highway competition? 

A. Yes, 

Q. I was not trying to take you away from that. 

A, No, that is what I wanted. 

Q@. I think we agree with you that there was that 
tendency. 

Ayes. 

Q. But I would suggest to you that there had been 
@ very phenomenal and sudden growth in highway com- 
petition by 1938? 

A. Oh, yes, 

Q. And that in an extremely low traffic volume 
period the inroads upon the railways of highway com- 
petition were really very serious by 1938? 

A. I would agree with you, 

Q. Yes, Now, with regard to the matter of in- 
flation ne I do not want to go into the details of it -- 
but there are two matters which I thought I would speak 
to you about. 

In the first place, the table which you put in 
assumed the same level of non-variable costs per mile 
of line, notwithstanding the difference in traffic 
density? 

Ae That tis right. 

not 

Q. Now then, I sa i to get down to detailed 
figures, but would this be a fair statement to make: 
that any material difference in traffic density which 
results from a tendency to a lower standard of main- 


tenance of lines and services would reflect itself in 
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these non-variable costs? 


A, Oh, I would agree that there is something like 
a quantum theory applicable to this business of fixed 
expenses; but I do not think that quantum theory would 
operate in this hypothetical case. 

I set the variation in traffic density within the 
limits of what I thought was applicable to the quantum 
of fixed expenses. I know that the principle that is 
outlined in the statement is sound, It is perfectly 
obvious and it has been proven to be so by an analysis 
of operating ratios of railways with different traffic 
density. 

Q. I was not going to challenge your general 
results. I am rather suggesting to you that if the 
difference in traffic density was a material one, you 
would expect to find a different standard of maintenance 
and operation in the case of lower density lines which 
would reflect itself in the non-variable cost? 

A. It would, and it would come up by steps. There 
is no denying that. But I do not think it would apply 
to the case I have in mind. 

Q. Notwithstanding the fact that a great many 
of your lines -- I think you said -- stil] have 56- 
pound rails, for example? 

A. Yes, But that does not decrease expenses, It 
increases them, 

Q. You say that with low density a 56-pound 
rail decreases them? 

A. Certainly any engineer would say that a 56- 
pound rail with anything like modern wheel concentration 
that you have to handle -- not the locomotive but the 
trailing load of cars -- that a 56-pound rail is too 


light and you pay through the nose as long as you 
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leave that 56-pound rail in track, and that you tend 
to pay through the nose for track maintenance because 
your track gets out of line, your ballast gets pounded; 
your ties get cut, and it is not a desirable situation 
at all, 

Q. You spoke of wheel concentration. I assume that 
involves a concentration of traffic density? 

A. No, not from an engineering point of view. 
That damage is done by heavy axle concentration. It is 
a technical matter. It is just like a bridge. The rail 
is a bridge between the cars, The ties act as a bridge 
between the ballast, And the ballast acts as a bridge 
between the sub-grades; and you have to have quite a 
concentration down to the basic subject before it is 
distributed. 

The 56-pound rail is good enough with 
axle concentrations in the neighbourhood of 20,000 
pounds, But with axle concentrations up around what 
they have now with modern traffic, up around 50,009 
pounds, it is not good enough, 

Q. Is it correct to say that the frequency of 
movement of these axle concentrations really has no 
bearing on whether it is more economical or not to 
have a 56-pound rail? 

A. I did not say that. If you only have one 
movement a year, then naturally you could afford to pay 
for the damage to your track, and so I would be better 
off, But if you have traffic density which takes place 


with even so much as one train mile per mile per day, 


on the average, I do not think that the 56-pound rail 
is suitable under modern conditions, 


Q. That would rather suggest that economy would 
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require that all rail and track be kept to a maximum 
standard? 

A. No, no. There is an intermediate position, and 
that is where your traffic density becomes a factor. 

In our main line where we have a high frequency 
of service and very high axle concentration, we use a 
rail weighing as much as 13 pounds to the yard; and we 
use rock ballast as well, 

But as your traffic density diminishes, you can 
deteriorate your track stwucture, I admit. But all I say 
is that in my judgment the 56-pound rail is obsolete, 
That is all I am saying. But we, unfortunately, have a 
lot of it in our track, 

Q. You suggest that in the circumstances in which 
you find the 56-pound rail, traffic density is the 
lowest, and that it is more expensive to maintain that 
kind of rail than it would the heavier rail? 

A. Yes, and that means we have to spend capital to 
do it. That is one of the reasons why I say that the 
Canadian National outlook is not, under this capital 
revision, by any means a feather bed, 

Q. To go now to motor competition for a moment: 

I think you said that you felt that the matter of motor 
competition bore with special severity on the Canadian 
National? 

Aversa, 1. Aid, 

Q. Now, I assume that, primarily, it is because of 
the preeminence, -- if I may put it that way -- of the 
Canadian National in the east. Would that be the reason? 

Ba. LAB 

Q. That is to say: In the east where motor com- 
petition first developed, in any large degree, let us 


Say Ontario and Quebec, and particularly Ontario in the 
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in the beginning? 

A. Yes, that is right. 

Q. So that the effect which you attribute it has on 
the Canadian National is very largely attributable to 
that growth in the eastern part of Canada? 

A. Yes, largely, yes, I would not say 
exclusively, but largely. 

Q. May I suggest then to you that the Canadian 
Pacific, if it is pre-eminent in any part of Canada, is 
pre-eminent in western Canada where fotos competition 
has been a little slower in developing? 

A. Oh, yes. 

Q. So, are you prepared to forecast that the 
growth in motor transportation in western Canada will 
not have, in the future, with the development of roads, 
an effect parallel to that in eastern Canada? 

ae L£ Chink’ it willy year 

Q. So perhaps I should suggest this to you: That 
the future really holds quite a considerable threst from 
motor competition to the Canadian Pacific in an area 
in which it is pre-eminent, just as you do in the east? 

A. I would agree with that; but I would not have 
it inferred that we are not going to suffer losses in 
western Canada too. 

Q. I am simply balancing up the possibilities of 
the future, 

A. We have, for instance, Nova Scotia; and we 
have Newfoundland, Prince Edward Island and New Brunswick 
where we are pre-eminent in service, and the Canadian 
Pacific, again, has a .big area there where we are, by 
long odds, the pre-eminent railway. 

Q. Now, bearing in mind what you say, that motor 


competition will, quite probably, have a more serious 
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effect on the Canadian National than on the Canadian 
Pacific, could I Suggest this to you: That in the. period 
beginning about 1936 when, I think, you will agree that 
motor competition first really became a threat, and 1949, 
the growth in traffic density measured by net ton miles 
per mile of line was roughly the same on the Canadian 
National as it was on the Canadian Pacific? 

A. Yes, I think that has been a characteristic of 
the two properties. I have forgotten the exact year, but 
I remember Sir Edward Beatty remarking that despite most 
aggressive competition between the two properties, the 
net result had been to maintain just about the same 
percentage of traffic relationship between the two 
properties over a long period of time; it might vary a 
little from year to year, but not to any considerable 
extent. I look upon that as corroborative evidence to 
my Suggestion that that would likely continue. 

Q@. There is just one other question on that aspect 
of it. I am sure that we have no basis of disagreement, 
but I really thought that in your evidence of yesterday 
or the day before, when you were dealing with the per- 
centage of national product represented by railway 
revenues, you may have left an impression which either 
I was wrong in taking, or which perhaps you did not 
intend to leave. But here is the point I want to make: 

I think you said that in 1928 railway revenue constituted 
about 9.41 per cent of the gross national product; and 
that in 1948 that revenue had declined to about 6.8 
per cent of the gross national product, 

Now, my first question is: I understood you to 
Say that an adjustment had been made for the rate 
increases, and I was wondering whether in 1948, this 


6.8 per cent you had, included an adjustment for the 
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increases which have Since taken place, or if you merely 
made an adjustment for the 21 per cent increase which 
went into effect in that year? 

A. It was the rate for that year made applicable to 
the whole year, 

Q. I see, You took the 1948 actual revenue and 
drew out the increase as reflected to the first of the 
year? 

A. Yes, 

Q. My second question is this: Would you not 
expect that in a period in which inflation has taken 
Place and in which the railway rates lagged behind, or 
never reached the same degree of increase as prices, 
generally, that there would be a declining percentage 
of national product represented by national revenues? 

A. Granting your assumptions, yes. I think your 
conclusion is logical, But at the time I was giving 
that evidence, I said this was not a spot result, and 
that there was a discernible trend; and I stated that 
the percentage in 1928 was 9.4, and that in 1948 it was 
6.8: but when adjusted to the rate increases -- and 
in the intervening years there had been a decline, I 
mean in those years in which there was no such a thing 
as inflation. Now, I promised to provide the figures 
for the intervening years, and I think, if you would 
like me to do so, I might put them into the record at 
this point. 

Q. I am not particularly concerned with it at the 
moment. But if you want to put them in, I have no 
objection, 

MR. O'DONNELL: They might as well go in at 
this point. Perhaps the transcript writer might put 


them in at this point. 
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THE CHAIRMAN; Is this to be an exhibit? 

MR. O'DONNELL: No, I think the easiest way 
would be to have those figures included in the transcript 
at this point, 


THE WITNESS: My statement reads as follows: 


PERCENTAGE RAILWAY GROSS REVENUES 
ee RV ENV EDO 
OF GROSS NATIONAL PRODUCT -- CANADA 
TSR a ee Oe BEDS Decherd att bts teh 


Note: In computing percentages, Canadian National 
deficits have been added to total railway 


gross revenues, 
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This is a statement of the percentage of railway 


gross revenues to the gross national product; and in 


computing percentages, Canadian National deficits have 
been added to total railway gross revenues, And then 
the figures follow, and the trend which I mentioned is 


discernible because in 1937 we dropped down to 7.53 and 


in 1939 we dropped to 7.3; I do not consider the war 
years as being particularly indicative, but it is an 
indication that the unadjusted figure in 1948 was 5.9 


and the adjusted figure was 6.8. 


(Page 20367 follows) 
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MR EVANS: Q. On thet may I put it this woy 
to you, that theerate increase in 1948, in view of the 
wege increase thet took place in thet year, was not 
sufficient to restore the imbslance es between retes and 
costs in thet year, and in the result there was actually 
in 1948 on imbalance, and thet Pigure of 6.8 might heve 
still further been increased had there not been 2 lag in 
getting 9 further increase? 

A. Oh, I think that is a fair statement, but I do 
not think--- 

THE CHAIRMAN: H d there not been whet? 

MR EVANS: Hod there not been @ leg in getting 
8 further increase, 

THE WITNESS: But I cannot escape the conclusion 
that there is oa declining cheracteristic, snd I am not 
going to argue what the exact amount is, but there is 3 
declining choracteristic. It is noticeable in the 
Conadian economy; it is particularly noticeable in the 
United States economy, and it is a very serious thing for 
the railway industry. 

MR EVANS: Q. I am not quarrelling with you on 
that. I wanted to get cleoered up just what you did mean, 
because the note I took -- and I think the transcript 
rather bears this out -- 1s that you used the words "purely 
and simply", as indicating that this whole difference was 
due to this motor competition, and I did not want to leave 
that on the record. 

A. Oh, well, I may have over-emphasized thot point, 
but I do not think I Over-emphesized it to such 3 degree 
that it vitiated the broad conclusion. I maintsined then, 
énd I still maintain, that the chief reason for this 
declining characteristic is this erosion that is teking 
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uneconomic basis. Thst is the fundementsl ond to me 
cerystel-clear conclusion, 
Q. Now, when you say the chief reason, I must go 
back to you, becouse if you look at the figures in the 
tadle thet you put in you will find thet, despite the fact 
that there was motor competition developing in the early 
thirties et quite s rate, your proportion of the gross 
nationel product represented by railway revenue was 
actually increased, so that I do not think you could sug- 
gest that in the reverse cease, where you have inflation 
instead of deflation, if I might use those terms, there 
would not be at least a measurable part of that due to the 
fact that reilway rates do not increase as rapidly as do 
prices generally? 
Be Well”, of course, we might just have e difference 
of opinion on thot. 
@. I would like to get your view. 
A. Well, if you wont my view, I wonder if I might heer 
exactly what you wish my view on. 
MR EVANS: Would you mind reading the question? 
THE REPORTER: "Now, when you say the chief reason, 
I must go back to you, because if you look st the 
figures in the table that yout put in you will find 
that, despite the fact thet there was motor competition 
developing in the early thirties oat quite a rate, your 
proportion of the gross nations 1 product represented by 
railway revenue was actually ine:reased, so that I do 
not think you could suggest that in the reverse case, 
where you have inflation instead of deflation, if I 
may use those terms, there would not be eat least a 
measurable part of that due to the f*act that railway 
rates do not increase ss rapidly ss d'o prices generally?" 


A. Well, I look at my statement, end .I see in 1928 it 
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was 9.4, I find that in 1932 end 1933 it increased one- 
tenth up to 9.5, then it started showing declines -- 8,3, 
SERS A ay ace 7.3, end then 6.6, the first yeer of the 
war. Now, I think that it is cleerly evident that this 
Geficure -+ 1t.4¢ hard to conceive thet it could possibly 
be eny higher thon the 1939 figure, which is etn 20 XE 
maintain that my premise or my conclusion still stends. 

Q. Well, 011 I wanted to get cleserly xunderstood was 
thet st 311 events the fact of inflation in prices, un- 
eccompanied by an equal increase in rates, would be 
expected to reduce that percentege? 

A. Yes, but I cannot be -- I do not want to pursue 
the thing unduly, but I cannot be sure that this element 
of inflation is not lagging behind other elements of the 
economy, I cannot tell. We cannot Say thet everywhere 
except in the railway rates inflstion is keeping pace with 
chenging conditions. It certainly is not keeping pace in 
Some of the things in my private life, 

Q. Then, if I might pass on--- 

COMMISSIONER INNIS: That could easily be remedied. 

THE WITNESS: I wish it could, 

MR EVANS: Q. Before I leave this question of the 
two things, competition and inflation, which you Sey ere 
Going to bear with greater Severity on the Conadian Notional 
than on the Cenedien Pacific, LI think itds quite clear to 
this extent, that what you ssid was that those factors were 
taken into eccount in erriving et this figure of $300 
Million relief which wes 3 pert of your capitalization pro- 
posal? 

A. Oh, decidedly. 

Q. So may I suggest this to you, that if you discount 
those by providing in effect $9 million to meet them, one 
then puts the Cansdian Netional on s basis of parity st least 


‘WH 


rT, 
se craees 


‘ 


enceront z 6 SE Schaal 


apa oe 


«« gonifoub. pri botrags Vit itonts, ae ef. gy, hditad 
Dts tes \T ) whines. fe 7 


Sot sintdd I wou wT 2 


os ¥bbSoLOSb, 10 


| a alot deepgne Tyee oe 
jd moti ing Bo toatte a seks ih a 


10 Biacd 


TY 


-20370- Mr, Feirweather, cr-ex, 


for the future, having discounted those Special conditions? 

A. Parity with what? 

Q. Parity with the Canadien Pacific, 

fan) Lop degree, yea, bute I maintain, as I have 
Stated, st a lower level, That is, the relief thet should 
be granted to the Canodian Nationel if you wanted to look 
at it from the point of view of exact parity with the 
Canadian Pacific in all its espects would have to be much 
more substantial then is here esked for. We have not asked 
for any more reduction of our fixed charges than will give 
uS 82 reasonable chance of avoiding deficit operation, That 
is the modest position we have taken, 

ian k tiring perhaps it is my feult as much és yours, 
Mr. Fairweather, but really what I was discussing was this 
particuler matter of competition end inflation. Whet I 
understood you to Say was that those two things bore with 
particular Severity on the Canadian National, and when you 
speak of particular Severity I assume you mean as compered 
with its competitor, the Censodian Pacific. Now, es I under- 
Stand what your evidence was, you took into account those 
matters which bore with perticular severity in orriving at 
your $300 million figure, which in effect either gives you 
$9 million by wey of new revenue through interest or reduces 
your fixed charges by 0 similar amount in future? 

A. Yes, but we did not take that $300 million into 
account specifically for those purposes. We took the whole 
of the $1,060 million, the $760 million plus the $300 
million. That is the sum totsl of the relief we were asking 
for, and I cannot Segregate out of it so much for this and so 
much for thet. We took the whole field of our managerial 
activity ss we saw it in the future egeinst the perspective 
of the past, and, having meosured os far as we could by our 
Judgment the discernible trends, we said we need $1,060 million 


relief of fixed charges. That is the only answer I can pos- 
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Sibly give to that question, 

Q@. I have not got the place in the trenscript, but 
if you left the impression that these two things thet I 
heve splken of, which besr with particuler severity on 
the Canadian National, were taken into eccount in reference 
to the $300 million, you do not sdhere to thet now? 

A. I never said that it referred to the $300 million, 
at least I do not recall that I ever ssid thot. 

Q. My recollection wes that you did, 

A. Well, wien, if T did T wos certainly not speeking 
whet wes in my mind, because there is no division between 
the $300 million -- T would like to make this perfectly 
clear--- 

a. . a0 not Suggest there was, 

A, There is no division between it and the $760 
Hern. Lows Simply that in total we wanted relief 
enough to keep us out of 3 deficit position, and we soid 
$760 million may be obtained here end another $300 million 
is necessary to sdd up to the totel of what we consider is 
necessary to aceomplish the purpose we sre efter, 

COMMISSIONER INNIS: I wonder if I could ‘ 
interject, Mr, Evans, to osk what is meant by Cansdien 
Notional deficit being sdded to total railwey gross revenue, 

THE WITNESS: Well, the point, Sir, was this, 
that obviously these deficits in Qo Sense sre revenues to the 
Canadian Nstionsl. We apply to Ottawa, you see, by certi- 
ficate and we get thot in. Now, I put it in the statement 
because I wished to get some sort of consistent pattern, It 
is what the people of C nade pey for transportation services 
elther through railway retes or through the deficit of the 
Canadian National. 

MR EVANS: I heave just one or two qves3ti6ns I think, 


to esk now, I think I shall be able to finish by one o'clock, 
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Q@. Have you had a chance to look st Exhibit 271 and 
to decide whether or not those figures do include the 
Other Income of the c nedian Phuies 

AGinYes, ands I) fand they do include the Other Income 
of the Canadian Pacific, It might be debatable whether 
they should be included or whether they should not, but I 
stated, and I have confirmed the point, that substentiselly 
the same result can be found if you take the net revenue 
from railway Operations, which is the major part of what I 
am looking at, and I have had those figures ebstracted, and 
if it is desired I could file them. They simply show -- now, 
wait a minute. Are these the correct differences? I see 
they have not got the Statement entirely finished, but the 
statement shows Substantially the same figures. 

MR O'DONNELL: I think it would be convenient if 
we put them in seperately. an. 

MR EVANS: I am not concerned sbout/ I just want 
to point this out to Mr. Foirweather. 

Q. If you deduct, taking the year 1948, the Other 
Income of the Conadian Pacific from the figure of 
$43,284,115, you will find thet the net rail earnings were 

$18,419,166, and thet difference in the difference column of 
$30,781,000 becomes $5,916,235? 

A. Well, I would have to see the figures on thet. I 
think if you take net revenue from railway operations--- 

THE CHAIRMAN: Q. In connection with the Canadien 
National, then, is there nothing there that could be called 
Other Income? 

A. Well, that is the point, sir. You see, our income 

consolideted income account, and we include in 


account is a 


it every bit of our activities, snd the Canadien Pacific does 


not. Now--- 
Q. Give me an instence of whst you have in mind? 
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A. Well, for instance, in the Canadien N_tional 
income account you will find the results of operetion of 
the R»il and River Coal Mine in the United Stetes, and you 
will find the results of 24 warehousing compeny in Montreal; 
you will find things of that character, Everything is put 
into our consolidated income Statement, and we have only 
one income statement. We have nothing in the nature of a 
Special income. It is 311 shown in the income sccount of 
the railway. 

Q. What about hotels? 

A. That is shown in the income account of the Canadian 
National, 

MR EVANS: Q. I think it would be fair to soy, 
Mr. Fairweather, that your Other Income is very much 
smaller than ours? 

A. Well, that is true, but nevertheless ours is on 2 
consolidated basis, and we so report. But the main point 
I wish to meke in this submission was that there are 
inherent differences between the earning capacity of the 
Canadian National and that of the Canadian Pacific erising 
out of the difference in traffic density, end that is very 
substantial in peacetime, and I would not want that fact 
obscured, becouse it is a very substantiel thing. All you 
have got to do to prove it is to consider this figure of 
2,383 miles additional railway that we have to Operate for 
the same traffic density. You cannot operste 9 railway 
today at less than somewhere eround $8,000 2 mile, and you 
See there you get $20 million difference. We have the 
burden of thet operation without any offsetting revenue. 

MR O'DONNELL: My understanding, my lord, is that 
Exhibit 218 and Exhibit 232, which ere respectively the 
D.B.S, returns for the Canadian National Roilways end the 


Canedian Pacific Reilway, ere prepared on a basis which 
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permits strict comperison of, for instance, net operating 
“Pevenue, end that is the stencil thet we will heave cut 
and prepared and filed 88 EXhLIbit 272. 

MR EVANS: In order to mske it perfectly compar- 
able - I do not cere whether my friend does it or not, but, 
Since the witness hss drawn attention to the fact thet some 
Other Income is included in their figure, perhaps it would 
be wise to remove it from both, 

MR O'DONNELL: TI am quite satisfied to accept the 
officiel returns as made by the Censdian P. cific Railway to 
the Dominion Buresu of Statistics, end that is what for the 
purpose of this computetion we will hove on Exhibit 272, 

MR EVANS: Q. Now, I om very nearly through, as 
I am sure you will be glsd to heer, Mr. Fairweather. There 
was one part of I think it was the cross-examination by s 
provincial counsel in which you spoke of the rule of thumb 
method -- perhaps it was Mr. Covert -- the rule of thumb 
method for arriving at whether rates could be considered 
es compensatory. Do you recall that evidence you gave? 

A. I think I--- 

MR O'DONNELL: Could you give us the page refer- 
ence? 

MR EVANS: I have not got the pege reference. 

MR O'DONNELL: 20167, is it? 

MR EWANS: 20167, yes. 

Q. The beginning of this discussion with Mr. Covert 
was related tio a question in which he asked you whether you 
considered it 9 fair test to apply car mile and ton mile 
earnings in erriving et whether rates were compensatory or 
think your answer was that you have developed 


not, and I 
Skills in costing analysis, and you could not say categor- 


ically tha:t revenue per car mile or revenue per ton mile is 


in itself os criterion, end I think you also sat some stege -- 


co 


: 
noe ery ony . 
ase tOcths Uta eS 


v? ceo mek. ~s 
PST . SSMS “As. 


ifaw sar gest Died 


Aa. or 


en pice apes ie 


ewes bk. 


oatieh 


HE eS 


fay 4 ~~ ' | 2 
owed? ahead et Boluoton? af, smeok) 4 ide): 


uneyoe Se one aie eg apeven! Hon arte 


: os 
o- 4 i 
wh Saveahs Son Oe mK fis 2 bE T ey A Be "TE qs "a ie 
v 


tes + Seed Tag 4 totes 


* — My 


* .TOLOS § -enAVS ae * 


i oe % 
z “i A ae Poe es EN re efeTh eS iz 
r SSwOot Le Bitew tO PRES SORE ui See . 
i i, t a) iG of 
mofoe on dokdin at ooRigenp es os Doselas 
iin veo tfowt of deeds gist « of petebtene 
vow godec tattede fe gaivices ai agmkerrs 
yoy cod Bow tower ogy hesinse'ts _ a Oas, 
bisos ‘stg bee ol aygane piitdeos eth 


-20375- Mr. Fairweather, cr-ex, 


end you can correct me if I am wrong -- rather deprecated 
the use of those rule of thumb tests for testing the com- 
pensstory nature of rates, Am I correct in that? 

A, Yes, I did. I do not deny that if the revenue 
per cer mile is sbove a pretty substantial figure it 
removes all doubt 3s to profitableness, but whet I have 
Gone in cases like that is this: The Traffic Department 
of the Canadian Netional and also the Purchasing Department, 
because they slso have need to use similar figures in the 
distribution of coal, have asked me on meny occasions if I 
could furnish them with 3 rule of thumb method by which 
they could judge the cost of a movement, and I have con- 
Sistently refused to furnish them with such @ rule of thumb 
method, because I think these rule of thumb methods sare 
highly dengerous in the honds of people who are not skilled 
cost analysts. 

Q. But, at all events, I think you will agree with 
this, that the Interstate Commerce Commission has used it 
very extensively in determining the lower limits below 
Which rates must not go to be compensatory, and they use 
the car mile and ton mile earnings? 

A. Well, I know they use rather an elaborate system 
of costing; I know that. 

Q. Well, do you not also know thet when determining 
whether a rate may be put in to meet competition they must 
not be below a certsin yield per ton mile and per car mile? 

A. Yes, I know that. 

Q. All I am suggesting to you is that a traffic man, 
@ busy traffic man, sitting at his desk and being asked 
continually to decide whether ea rate should be quoted or 
not, would find that test of great value es long as 
he found thet, for example, the average car mile earnings 


of the entire system were being earned in a particuler 
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erea with a reasonable ton mile earning es well? 

A. Well, even that might be in error, but it would 
be a fairly safe assumption, 

Q@. 11 I om Suggesting to you is, as a practical 
matter, if he found that the ton mile and car mile 
earnings were well below the overage, or even below the 
average, he might have to look at them, but the difficulties 
of these cost analyses, as I am Suggesting to you, do not 
lend themselves to 3 day-to-day use of such methods in a 
treffic department? 

A. Well, we have an organization that can give inform- 
ation to our Troeffic Department very promptly, but I quite 
agree thet in the practical working of the Traffic Depart- 
ment every rate change is not referred to us for analysis. 
What they do refer to us is all the cases where they think 
there is danger that they may be unprofitable. 

Q@. Well, I think that is exactly the practice we 
follow, and I just wanted to clear it up. Thank you, Mr, 
Fairweather, 

THE CHAIRMAN: I may ssy that this afternoon we 
intend to adjourn at four o'clock. 


---The Commission edjourned et 1:00 p.m., to meet again 
ae 21 ‘p,m, 
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Ottawa, Ontario 
April 21, 1950. 


AFTERNOON PE Ss Te 
S. W. FAIRWEATHER - Recalled 


EXAMINATION BY MR. COVERT:- 

MR. COVERT: Mr. Chairman, there were two 
points that arose that I thought we might get a little 
elarification on arising out of the examinatkon by Mr. 
Brazier about passenger traffic, and the other arising 
out of Exhibit 271. I thought we might get a little 
information that might be of use to the Commission. 

Now, on the question of passenger traffic, 

Mr. Fairweather, I just want to find out if we could 
put it in simple language of this kind: You would say 
that on the whole passenger traffic certainly does not 
carry its fair share or make its fair contribution to 
railway operating income? 

Ae Welly put in just that way, I find it dirfianit 
to determine what is fair and what is unfair. I can 
certainly say this, that passenger revenues are not 
sufficient to pay all of the costs that may be allocated 
to passenger traffic. That, I can say. 

9. Would you say that the passenger traffic is such 
that the railways worry a great deal about it? 

A. Well, I know the Canadian #:i:National worries 
a great deal about it. 

Q. Yes? It seems to me that in the Interstate 
Commerce Commission decisions the Commissioners are 
almost unanimous that passenger traffic does not 
pay its way, but it is something that the railways must 


continue. 
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A. I think that is a fair statement, yes. I 
think if you define"by paying its way"that it should pay 
all of the expenses that might be allocated to passenger 
Service certainly we do not get enough revenues to do 
any more than that at the very best picture that I have 
ever been able to make. 

THE CHAIRMAN: Do you get enough revenue to 
recoup your expenses? 

A. Well, I doubt if we do. 

MR. COVERT: Q. Well now, I want to discuss 
with you, Mr. Fairweather, the question of the abandonments 
of passenger services. What I am suggesting to you, and 
I want you to correct me if I am wrong, there must be 
many services in sparsely populated areas that you would 
like to abandon, that is, many passenger services? 

A. There are many paseenger services that do not 
come even within shooting distance of meeting the expenses 
incurred, and these are mostly to be found in sparsely 
settled areas. 

Q. Yes. And as a matter of fact I think you hawgadis- 
cussed the question of your applications for abandon- 
ments, and have pointed out, I think, that the Board 
has adopted the attitude that the balance is in favour 
of necessity and convenience even though the railways 
may operate them at considerable loss and they have in 
many cases said necessity and convenience to the public 
overgomes the losses suffered by the railways in 
carrying out these services? 

A. Yes, I think that is a true statement. 

Q. Mr. Fairweather, would you say this, that there 
perhaps should be something that would help the railways 


in modifying the effect of this convenience to the public? 
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A. Well, if we had a broad national transportation 
policy that would enable public convenience and necessity 
to be argued before a competent tribunal having jurisdiction 
over all of the services, I think it would be very helpful. 


What we have found ig this: We operate a passenger service 


authorized and directed by the Board of Transport Commissioners, 


then we find the Provincial Transportation body will 
authorize a bus operation in the same territory. We go 

to that Provincial authority and we say, you should + iznot 
authorize this operation because national convenience 

and necessity requires the railway to operate a train 
Service. It is the only medium of transportation that 

can furnish an all-weather service to the community and it 
is unfair to the railway that it should find a condition 

in which it has to maintain services and maintain equipment 
that practically nobody uses in the summer time, and then 
in the winter time when the roads are closed or at such 
times in the spring and fall as buses are not permitted 

to operate on the highway, everybody turns to the railway 
for a period, The general attitude of the Provincial 
bodies has been that they recognizes this as a problem, 

but it lies beyond their jurisdiction. Similarly, 

when we go to the Board of Transport Commissioners and 

say, here is a situation, all of our traffic or practically 
all of it has been diverted to the highway, and we desire 
either to withdraw completely from the passenger service, 
or to make a co-ordination with a highway service which 
would effect efonomy, we find the Board of Transport 
Commissioners very reluctant to grant us the desired 


authority. 
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THE CHAIRMAN: Q. You talk about authority 
to connect with what? | 

A. Oh, no, they would have no authority. 

Q. What is it you said about authority? 

A. The authority to discontinue the passenger 
train service. 

Q.- Yes, but before that you said something about 
co-ordinating. 

A. I said, if we desired to co-ordinate with a 
bus operator. 

Q. What is to prevent that? 

A. To make the co-ordination of any value, we 
have to get permission from the Board of Transport 
Commissioners to abandon the train service, and we have 
to file an application with the Board of Transport 
Commissioners to abandon the train service, and then, 
when we make that application, people will appear 
and make representations to the Board and say "Oh, no, 
we do fee jonis train service abandoned", and the Board 
then examines into the situation, and in one recent case, 
after a great deal of discussion, they finally agreed to 
give us a temporary permission for, I think, a six or 
seven month period. 

Q. That is for abandonment? 

A. Yes, the abandonment of our service, and the 
substitution for it of a co-ordinated bus service. 

Q. Co-ordinated with the railway? 

A. Yes, sir. Co-ordinated with the railway, yes, 
connecting with our main line trains. 

And I believe that one of the points 


there, is the fact that the Board of Transport Commissioners 
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had before them an issue of public convenience and 
necessity as evidenced by witnesses coming forward and 
Saying we want the Service, and they have no jurisdiction 
Over the provision of the bus Service, that being a 
purely provincial matter. Therefore, you get the Canadian 
National, so to speak, caught between two fires: the 
Provinces fve refuse to look at national convenience and 
necessity, we will only look at the local picture, and 
the Board of Transport Commissioners saying we have no 
jurisdiction over the highway picture, and because there 
1s public convenience and enecessity by rail, we tend to 
feel that the railway service must be continued. Now, 
I think there is a field where a national transportation 
policy could be worked out, and I think that the duplication 
of service between highway bus operation and railway 
train service could be materially lessened to the general 
advantage of the transportation economy. 

COMMISSIONER ANGUS: Q. Do you find the 
Situation appreciably easier in those provinces that 
regulate buses and trucks? 

A. Well, all provinces regulate buses, and some 
attempt to regulate trucks. The regulation of the bus 
is ever so much easier than the regulation of the truck. 
I do not know of any place where the trucks are what 
you would call effectively regulated in Canada, or the 
United States for that matter. 

MR. COVERT: Q. Perhaps you could answer Dr. 
Angus's question just with respect to the buses. Do 
you find it easier where the buses are regulated? You 
Say they are regulated everywhere, therefore, there is 
no question whether it is easier or not unless the answer 
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might besince buses have been regulated do you find/ easier? 
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A. I can tell you some interesting incidents. We 
Selected a community in Nova Scotia, an area in Nova Scotia. 
We also selected an area in Quebec. We went to the 
communities, we thought if we went to the communities 
and got in touch with the people, that we might be able 
to get some unanimity of answer by the people as to 
whether they wished the duplication or whether they did 
not. We put on a real canvass of public opinion as 
represented by Boards of Trade anda Town Councils, and we 
were successful in both areas in convincing these bodies 
that there was merit in the idea of providing the ‘railway 
Service with protection in the national interest and in 
the interest of the community. That did not prevent, 
however, the granting of bus licenses, although we 
presented this evidence to the Provincial bodies. The 
result we predicted came about: we said if you will allow 
us to enjoy the ‘traffic, we will provide, continue 
to provide a high quality of passenger service; if however, 
the railway is faced with an increasing diversion of its 
passenger business, we will simply be forced to reduce 
the « quality of our passenger Service, and that was the 
outcome. 

Q. Now, if you consider this that some power might 
be given to the Board of Transport Commissioners that they 
could say, well, now, regardless of whether or not we have 
control over the bus service which is supplied, we will 
look at the situation and see if that satisfies public 
necessity and convenience and in such case, even though 
we have not control over that, we will authorize aband- 
onment. 

A. Well, we have always taken that view before the 


Board, and it would certainly be most helpful. 
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Q. Well, you Say you have that power now? 

A. We have the power to appear before the Board of 
Transport Commissioners and argue that way and we do, but 
all I am saying is, we continue to operate a good many 
Services that are uneconomical. Now, you take this 
Situation in the Province of Prince Edward Island where we 
worked out a very save tut) aietene co-ordinated service. 

If the Province indicates that they are willing to make 

use of it, we will have to go to the Board of Transport 
Commissioners and get authority to abandon our passenger 
train services. But, to answer your question, sir, I 

think it would be highly desirable if some such arrangement 
could be worked out. That is what I mean by a national 


transportation policy. 


Q. In connection with the Prince Edward Island 
proposal, it might be conceivable, Mr. Fairweather, under 
the circumstances as they exist now, that if you had 
agreement with the Provincial Government and you had your 
plan all worked out, that you might go before the Board of 
Transport Commissioners, and then, if individuals protested 
abandonment your plans might not materialize? 


A. That is true. 
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Q. The next thing I want to take up with you, 

Mr, Fairweather, is Exhibit e271, which was filed this 
morning. Have you got a copy of it? 

MR. O'DONNELL: I now tender Exhibit 272, 

EXHIBIT No, 272: Filed by : Comparison of 

Mr, O'Donnell: net operating 

revenues -- 
Canadian Pacific 
Railway Co, and 
Canadian National 
Railways 
(Authority - 
Exhibits 232 
(CPR) and 
218 (CNR). 

THE CHAIRMAN; What.is.it? 

MR. O'DONNELL: Exhibit 272 is entitled 
"Comparison of net operating revenues - Canadian Pacific 
Railway Company and Canadian National Railways 
(Authority - Exhibits 232 (CPR and 218 (CNR). 

MR. COVERT: Q. Perhaps, first of all, 

Mr, Fairweather, could you explain to me just the dif- 
ferences between Exhibit 272 and 271. Let us just take 
the first year. -1923., 

Now, in Exhibit 271 it showed the net income 
before fixed charges of the Canadian Pacific as being 
$48.9 million, and of the Canadian National, $15.2. 

Now you show in Exhibit 272 for the same year 
net operating revenues, and in that case the figures 
are $40.3 million and $21.1 million? 

A. Exhibit 271, as I understand it, is the 
corporate result of the Canadian National and the 
corporate result of the Canadian Pacific before fixed 
charges. 

Q. Yes? 

A. And Exhibit 272 is only a part of the income 


account of the railway operations themselves adjusted 


by the Dominion Bureau of Statistics to a coomparability 
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between the Canadian National and the Canadian Pacific, 
There are many other income items before fixed charges 
which do not appear in Exhibit 272, many of them. But 
Exhibit 272 shows a comparison at the level of net 
Operating revenue, 

THE CHAIRMAN: Q, Would you say that is all 
rail revenue? 

A, That would be rail and allied services revenue 
and expenses, It includes express, for adjustment 
purposes, and also, I think, telegraphs, 

MR. O'DONNELL: It might be well to draw the 
attention of the Commission to the fact that that data 
is taken from Exhibit 232, page 6, the thira column, in 
so far as the Canadian Pacific is concerned, and with 
respect to that table 2 there is a note on page 4 which 
saya 

"Table 2 shows the operating results of the 

System for the twenty-six years 192% to 1948 

adjusted, as explained in footnote 2, to be 

comparable throughout with data prepared and 
presented in the Duff Report, putting the 

Canadian Pacific and the Canadian National 

accounts on a basis as nearly similar as 

possible, Consequently operating revenues and 
expenses will not agree with such accounts as 
shown in the Annual Reports," 

Footnote 2, which is referred to in the item 
I have just read, will be found on page 12: and that 
footnote 2 says: "includes gross of commercial telegraphs, 
news, and express, and excludes ocean traffic commission." 
So the revenue accounts are to be on the same comparable 
basis, or basis of comparability that they were in the 


Duff Report; and that data, in so far as the Canadian 


n 7 ‘ ; n ou ; 
teiteowiis® a 
a . 
wr 
.ofttoat nethened eis bae Lenore a nathan ait NENW I8¢ 


! 


seguedo baxit sso0tad ames amooni? teaso yitent ie oe se 
Som mets $5 eam . STS JidinKka at saegde ton ab sae aay 


y = 
fon to Level sad ta ye ER agin ab Swodta $yVs slebawsiye: ae 


cunevet acid fateco: ‘ 


' Mk ‘Yepsevet List 


* ' 


i * ° 
i - ty n ' % ° re . Wie ~~ o + * reer 
SnIunL_ ae % ~<BGOCTRS BEDI OST Gs ~feeneqxe Bre 
A 
, . ; ' 
a Vn, er ‘at a i. eee Pp ASnmeretyrery 
\ : .eaqetsole? .untidd ¢ ,sets bas , basoqundg - 
LS ie 4 x 
(os 
. 
7 - st ee: + pra 
i 4 y a sai paper = 4 ye eyes fF "0% 
vi ond WSs S tie SS Sea Lh : Sle REO? O AM 
i 
a 


3 “ pre woes os sol . - re our é a Pek adie ee eee 
iz ¢ A EARE SE aime ee ra a ne el : ie Ne 2 eG “ 5. SS ae Xz & Os = <8kKad at 
: 
3s > 4 q t 5 - Be vg ast ox Pa my ia 
Hy i walOe #3 Ce ae tf oS Ghioeis wi? B26 Te? O86 ‘ 


f - 
i ee C35 
e 
. 
: ms - i. pe F. ron «a <o5 oth at t tt 
Mig 3 SILNGSF QBUiss are » ot? ewarte $ didat : 
_* 
i 
ne ' ' ‘ vg ts a © - * 47 @ 
Pert : My “a oy ~ _* w 3 * A 4 * 7s 7 


mp sci . Tee ml A ts gee & ax oe a > a> " nig pre a 
it Do reyes SIS NYS tinvonis eid sitsqmds 


ad a = % : 7 As 
. ¥ wh xP ivry 
We % < hits :? ~ « 4) hore 5 ath psi 4 DO ISEe aly 
‘ , % 
‘ 
Le 
, s ae mre 1 
g » sow «is > ? ee nx - 2 
z, te Fi SA £ } Sib BL? L£08) Ras Haese 
J « 
2s : - 1! a > . 7 re 5 Y 3 ¥ > eet tt are }! 
bat Wali ian “TG. TMS vi rapt BaD | 6h 220 8G s. & £32 i “= 
y 
> 
uF 
. 7 ; wt ba 
> - Pere G 3 — . % eb were os we = sz ly 
“ hive Pentraye: atftdate rijgxeuneenoD jseld beat 
7, 
i nm bara wy Seed 4h A tl Bye ¥ 7 i? 7 W Beeanrscks 
rey > ane ® i z 7 oa? de de pee 4 
i ’ 
» al 
ay ” -" a, 
=e a ve * 7 
,2steee Rte SH2 EB BVO 
z 
ce ; j t 
. ci , 4 — <7 
er . , X i Ae ee : ee" 
tf ‘art? Ae oO?-: ! Asidwu (2 evonsoo™ # 
‘ 
P 


2% - art tae =tl egeag no hosed ed Lite yoest sauf evar 7 
* . " aly a i P 
otemson tin esate pobuisnt, Tat ae S stonsen? 
- 9 


goo ofTtSts neeso ashetoss ons preeger te Dus hielia hil 
-_ 


fee 
brs 
ae 
+ 
ce 
F 
> 
4, 


of #ia 6 Atmwdond, iieowes its of 


Ar) 


— él » ee - ca? 
eww yal teats seicid 


~ 20369 « Mr. Fairweather 


Pacific is concerned is in Exhibit 232, and for the 
Canadian National, in Exhibit 218, 

MR. EVANS: Lack of comparability is principally 
due here to the fact that the income tax of the Canadian 
Pacific has not been deducted, as I see it. 

THE CHAIRMAN: You Say it has not been deducted? 

MR. EVANS: Yes, 

THE CHAIRMAN: You mean in Exhibit el7y? 

MR. EVANS: I know that we have never had a net 
income from rail operations of $84 million in our history, 
and I suggest there is at least the matter of income 
taxes, and, as my friend has. said, telegraphs, which 
we do not ine iude rail revenues at all. I cannot check 
these figures, 

MR. O'DONNELL: Wet2, I simply rely on the note 
given in the official publication of the Dominion Bureau 
of Statistics which I read. And if there is income tax 
to be considered, I would have no objection to a com- 
pilation being made. But this deals with net operating 
revenue, 

COMMISSIONER ANGUS: Should the Canadian 
National figures be stepped up in order to improve 
morale, if we should use this compilation in the future? 

A. I would hope that there would be some stepping 
up. It is certainly the objective of the proposed 
adjustment of the capital structure, and I think it 
would be fairly substantial, Now, it is because of 
that, sir, that I do not agree with this idea: that we 
were just on a flat zero, I think we do have a challenge 
to us to increase our efficiency. 

wa, COVERT: GCG. Ast read Exhibit 272 and 
Exhibit 271, Mr, Fairweather, all you have done, or 


all that is done in these Dominion Bureau of Statistics 
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reports, it seems to me, is to take operating revenues 
less operating expenses, and to leave you with a net 
operating revenue? 
A. That is what I said, 
MR. O'DONNELL: That is all. 


MR, COVERT; Yes. I prefer dentsep with 
Exhibit 271. Ana if you take Exhibit 271, Mr .Fairweather, 
I have roughly addeaq just the million figures and the 
first figures in the hundred thousands, and I have made 
a calculation, and =t shows that in this twenty-six- 
year period the average net income before fixed charges 
for the Canadian Pacific has been $45 million: and in 
the case of the Canadian National I have added and done 
it in the same way, and subtracted your years in which 
there were deficits, and I find that the average was 
Slightly over $30 million. So that during this twenty- 
six-year period you have, in one case, an average net 
income available for fixed charges of $45 million for 
the Canadian Pacific, and of $30 million for the 
Canadian National. 

BN You make that statement, yes. 


Q. Yes; 


3 


and assuming that I have checked it 
roughly, I have added the differences here in the case 
of your Canadian Pacific column -- that is the third 
column -- and subtracted the differences in the last 
column, and dividing it, I get $15 million difference; 
so that should be a pretty fair check, 

A. I should say so, yes. 

Q. And if that is so, in the case of the $45 
million for the Canadian Pacific, that would be used 
first to pay fixed charges? 


A. Well, yes, I presume so. 
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Q. Then there woulda be dividends on preferred 
stock and on common stock to come out of that? 

A. If they paia them, yes. 

Q. Well, what I am Suggesting is perhaps -- I 
Shall put it this way -- to remain in a healthy con- 
dition, would you agree that they should pay fixed 
charges, dividends on preference and common stock? 

A. I have never said they should not. 

Q. No, 

A. There is no question of that in my mind, 

| Q@. In the case of the Canadian National, your 
$3@ million would be used for fixed charges first? 

A. Yes, 

Q. And then the balance -- you would not have to 
use the balance, for instance, to pay for preference, 
anything like preference or common dividends? 

A. Well, considering the fact that any analysis 
that I have made of the situation shows there is not 
going to be a great deal of surplus after fixed charges 
are made, I think it is relatively unimportant as to 
what happens to it. 

Q. Let us look at it from this viewpoint: I want 
to find out -- let us develop it like this -- here in 
the period of twenty-six years the average which would 
have been available or which has been available for the 
payment of fixed charges has averaged $3@ million a 
year. 

Now, during that period you have that twenty- 
six-year period, and you add a ten-year period when you 
were amalgamating and unifying the lines? 

A. Yes, surely. 

Q. And then you have a period in the history of 


the company when you suffered, perhaps, one of the 
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world's worst depressions, 

A. That is true, 

Q. And you also have a period of three years there 
when I think you Suggest that the rates were in 
imbalance? 

A. Yes, that is true. 

Q. Now, over further, let us say, a twenty -six= 
year period, would you Say there would be no possibility 
of an average of $30 million a year available for fixed 
charges? 

A. No, I would not Say that. But in the first 
place, if I might comment: I thought you made it 
abundantly clear that the years from 1940 to 1946, or 
1945-1946 as a straight year, was something that I could 
not give at all in the way of forecasting the future, 

Q. I suppose that in the next twenty-six years 
we might have another war in which the same things would 
occur? 

A, I would hope not. Certainly I do not plan that 
way. I am looking forward, I hope, to a condition where 
war is not necessary. But even if war is necessary, 

I feel that the extreme conditions of war are so 

fundamentally different from those of peacetime that 

they have no validity as a basis for averaging up or 

dealing with a forecast of the Canadian National Railways. 
The concitions of wartime have to be experienced 

to be understood; and certainly not one dollar of these 

things represents anything more than part of the burden 

of war losses, if we were in a destructive economy, not 

a productive economy. 

Q. Now, Mr. Fairweather, if you take out the war 
years, that is, the six war years, that still leaves 


an average of $19 million for the remaining twenty years? 
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A. Yes, 


Q. An average of $19 million? 


A. And the fixed charges on this adjusted basis 


in 1949, I think, are $17 million for the Canadian 
National, 


(Page 20397 follows) 
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Q. Now, let us see: Could I find out how you 
calculate that? 

A. -Well, would you like to know how I got thet $17 
million figure? 

Q. Yes, 

A. Well, I start with our sctual fixed charges in 
1949, which I fing ere $48,631,896, TI deduct from that 
the interest on Goverment loons, $21,798,283, and I 
credit agsinst the fixed charges the interest on the $300 
million fund, $9 million, so I have a reduction of 
$30,798,283, Subtracting thet from the actual fixed 
charges, I get the figure of $17,833,613, 

Q. Now, Mr. Fairweather, have you calculated it in 
this way, thet what you have left in unfunded indebtedness + 
after your proposed reorganization is how many million? 

A. Well, if you credit the $300 million, I think there 
would be $283 million of interest-beoring debt, but that is 
not sll of our fixed charges; we have other items, rent for 
leased roads, interest on unfunded debt, amortization of 
discount, also to take into eccount. 

MR O'DONNELL: I think Mr. Cooper filed an exhibit 
Showing that, among others, Exhibit 251, 

MR COVERT: Q. You would have $283 million on 
Which the average interest rate would be what, Mr. Feir- 
weather? 

A. Oh, wel3, I have not got thet figure here -- yes, I 
have it here; it would be $24,302,651 on the whole of the 
$583 million, ‘Then from thet is deducted the $9 million on 
the $300 million, so that you might say the figure is the 
difference betwreen the two. 

Q. I do nsot think I am clear on thet, What I meant is, 
if you had $283. million out of outstanding bonds, in the 


future YOu woulod hope, I think, Mr. Fairweather, to everage 
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about 3 per cent on those, would you not? 

AS “Well, all tT have are the figures in front of me, 
and they show thst the interest on funded debt held in the 
interests of the public igs $24,302,651. 

Q. Wheat I am Suggesting to you, Mr, Fairweather, is 
that some of those bear rather high interest retes, which 
you hope, I think, to perhaps--. 

A. Yes, but that is the situation as it Stands in 
1949. Now, the future 1S @ sort of unknown book. I do not 
know what will happen, Five years from now we may be 
paying 6 per cent for money or 2 per cent for money, but 
I am stating the Situation as it exists, and I think I om 
Stating it correctly, that the adjusted fixed cherges of 
the Canadian Nationol Railway in 1949 would be $17,833,613. 
There seems to be Some difference between the figures that 
I am using here and Exhibit 246, but I do not think they 
are material, 

MR O'DONNELL: Whatever the figures are, Mr. Cooper 
Gave the exact figures, 

MR COVPRT: Q. Mr. Foirweather, may I put it to 
you this way, then: You Suggest thet 3 fair figure for the 
immediate present and for 8 pretty fair forecast for the 
future is fixed charges of about $17.8 million? 

A, Somewhere in that neighbourhood -- $17 million, say. 
wwe Then, ds I Say, you would prefer to deal with 
Exhibit 271 on the basis that you would eliminate altogether 
the six years of the wer, and then taking the average of 
opproximately $19 million, you say that that shows that with 
& belance of sbout $1.2 million that would be your surplus? 

A. Oh, I would not go thet far, There are many other 
things that have to be taken into consideration, That is 
Only one side or one phase of the matter, There are ell 


kinds of other things thst have an effect, some good, some 
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bad, but so far ag the historical record can be relied 
upon to be 3 Judge, that would be approximetely the re- 
Sult. But I do not think thet historicol record is 
necessarily the complete criterion, 

Q. I wanted to ask you this: Do you think that the 
historical record which if you adopt thet method leaves 
you with the three latter years in which the rates were in 
imbelance, a period of at least nine years in which, as I 
Say, there was 9s depression, end then a period before that 
where you were unifying end reorganizing the system ond 
trying to blend it into one railway operating as 9 unit -- 
you think that that would be a fair test, do you, of whet 
average revenue should be? 

A. No, I did not Sey thet; I did not Say that at all. 

Q. Would you say thet it wes not? 

A. I recognize thst in this period there sre these 
factors that you have mentioned. I have no doubt that the 
Operating expenses of the property in those earlier years 
were influenced by the desire to bring the property into a3 
co-ordinated whole; thet is undeniable. What is slso 
undeniable, however, is that during those years depreciation 
was not taken into eccount, and there are many other things 
thet have to be considered. One of them, if I may say so, 
in relation to 272, is thet the Canediaen Netionsl does not 
prectise depreciation on fixed property, ond the Canadion 
Pacific does, end that undoubtedly hes an effect upon 
Exhibit 272 in the latter yeers as shown in that exhibit; 
but what I am telking sbout is the Canedian National pro- 
jected future, and I maintoin that there is some hope of 
our meeting our adjusted fixed charges and leaving a 


little over, but nothing on the average that would be sub- 


Stentieal. That is my position. 


Q. Thank you very much. 
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MR O'DONNELL: Just before we leave that, I 
would like to draw the attention of the Commission to the 
fact that the actual figures as the results of operations 
from 1923 to 1948 sare in Table 10, which is page 52 of 
the main brief, and that the results of operations exclud- 
ing the years 1930 to 1936 ana 1940 to 1946 sre to be 
found in T ble No. 4A, which is on pege 37 of the main 
brief. 

THE CHAIRMAN: Whet is your first reference to 
your brief? 

MR O'DONNELL: The first reference is page 52 
of the main brief, which gives the results of operations 
for the entire period 1923 to 1948, bresking it into a 
series of groups, with the averages from 1923--- 

THE CHAIRMAN: And what is the second reference? 

MR O'DONNELL: The second is page 37 of the main 
brief, being table No. 4A, and then the re-stated basis, 
the results of operations on a re-stated basis, giving 
effect to these changes, will be found, I think, in 
BPanibit 251. 

THE CHAIRMAN: Does anybody else wish to question 
Mr. Foirweather? (No response). 

Well, we thank you very much, Mr. Fairweather. 

Now, whet is next, Mr. Covert? 

MR COVERT: Have you finished the Canadian 
Nationel case? 


MR O'DONNELL: Yes. 


I just have a statement here I would like to 
file, end, rather than take the time of the Boerd in 
reading it, I will ask the reporter to have it put into 
the record. It is 3 short statement furnished to us by 
the Operating Department, concerning the Borden-Tormentine 


Ferry Service. It gives details as to the extent of the 
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service and the Schedules of operation, train and boat, end 
So on. I think it would save time if we just had it taken 
into the record, 

MR FRAWLEY: Is that the new ferry as announced 
in the paper today, putting on a second ferry? 

MR O'DONNELL: No, That ferry is referred to, 
but this statement has nothing to do with the statement you 
refer to. I happened to hear the Minister yesterday making 
the statement in the House, and he said that during the 
summer months this year they have agreed to experiment with 
the operation of two ferries during the tourist season, on 
the assurance from those who asked for the service that the 
additional revenue to be derived from the operation of the 
second ferry would more than pay for the expense; and the 
Minister stated that in those circumstances they would 
experiment with the proposition for one year, keeping 
Separate accounts to see exactly what the result wes, and if 
it was adverse it would not be renewed next year, 

THE CHAIRMAN: That will be good news for Mr, 
Campbell. 

MR O'DONNELL: Yes, that will be good news for him, 


I think, Sorry he is not here to hear it. 


(Statement re Borden-Tormentine Ferry follows on p.20402) 
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CANADIAN NATIONAL RAILWAYS 
STATEMENT RE BORDEN-TORMENTINE FORRY SERVICE 
EN ENE PNY CERVICL 


The Car Ferry M.V. "Abegweit", the principal 
ferry in the Borden-Tormentine service was completed in 
1947 at an approximate cost of $6,564,000. She is a 
motor vessel of 6,694 gross tons (3,605 net tons) and is 
described as the largest and most modern ice-breaking 
car ferry in the world. She has a capacity of 19 freight 
cars and 69 automobiles. She was designed to carry ten 
30 ,000-1b. buses on the aft auto deck. Buses, however, 
cannot use this space, even if it were considered 
desirable to make this Space available to them because 
of the limitation of the ramps at both Borden and Cape 
Tormentine, The auto deck was not designed for trucks 
of 530,000 lbs. as these have 80% of their weight on the 
rear axles, Both buses and trucks up to 36,000 lbs. are 
carried on the rail deck. Automobiles are also carried 
On the rail deck when there is space available and the 
necessity arises. 

The "Abegweit” was placed in the Borden- 
Tormentine service on August 14th, 1947, and has been in 
service continuously since with the exception of time 
out of service for her annual overhauls in drydock at 
Montreal (May 7th, 1948 to June 24th, 1948, and April 
27th, 1949 to June lst, 1949). 

Since August l4th, 1947, there has been but one 
occasion when the "Abegweit" was not able to move each 
day all the freight cars offering. This single occasion 
resulted from an accumulation of refrigerator cars 
following a temporary shortage. The backlog, not in 
excess of 200 cars, was cleared up on the following week- 


end. None of this accumulation was on hand for more than 


three days. 
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The "Abegweit" has not only handled all freight 
traffic which has been offered to date, but is capable of 
handling all the foreseeable traffic in the future. 
Furthermore, this has and will be done without operating 
a full 24-hour day, excepting during the months of November 
and December when the heaviest volume of potato traffic 
is moving. During these months it is necessary some days 
to operate continuously for 24 hours. Seven round trips 
are the maximum which can be made within 24 hours, including 
the meeting of scheduled trains. On Sundays when there 
are no scheduled trains, eight round trips can be made. 

In practice, extra trips are made when necessary. 

The "Abegweit" (In conjunction with the S.S. 
"Prince Edward Island" on special occasions such as Old 
Home Week) is capable of handling all the vehicular traffic 
offering or likely to be offering in the foreseeable future. 
There are times that some vehicles must await the next trip, 
but these have without exception always been handled on the 
next succeeding trip. 

The following was the schedule of the ferry 
service between Borden, P.E.I., and Cape Tormentine, N.B., 


for the summer of 1949 and is typical summer schedule: 


DAILY EXCEPT SUNDAY 


From Borden 9:10 AM From Cape Tormentine 10:35 AM 
1:00 PM 2:40 PM 
4:30 PM 7:30 PM 
9:00 PM 10:30 PM 


SUNDAY SERVICE_ 


From Borden 9:10 AM From Cape Tormentine 10:35 AM 
1:00 PM 3:00 PM 
6:45 PM 8:00 PM 
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The 9:10 AM and 4:30 PM trips from Borden 


provided connection for trains 39 and 41 respectively, 


while the 2:40 PM and 7:30 PM trips from Cape Tormentine 


provided connection for trains 40 and 42 respectively. 


The following passenger train service between the 


mainland and Prince Edward Island is provided:- 


No. 42,Ex.Sun. 


No.41,Ex.Sun. 


No. 40 June 27th to No. 39 June 27th to 
Ex. Sun Sept. 6th Ex.Sun. Sept.6th 
11:10 Am 4:40 PM Lv. Moncton Ar. 1:25 PM *8:25 PM 
6:10 PM 10:30 PM Ar. Charlotte-Lv. 7:00 AM 2:10 PM 
town 


Train No. 40, Moncton to Charlottetown, connects 
with "The Maritime Express", Train No. 2, from 

Montreal, with Trains 3 and 59 from Halifax, and 
during the summer months provides connection on 
Fridays for "The Pine Tree" from Boston and New 


England. 


Train No. 42 provides connection with "The Ocean 
Limited" and "The Scotian" from Montreal, also 


with "The Gull" for Boston. 


Train 39 connects at Moncton with "The Scotian" 
for Montreal, "The Maritime Express" for Halifax 


and "The Gull" for Boston. 


Train 41 connects at Moncton with "The Maritime 


Express" for Montreal. 


Through cars are operated on the above-mentioned 


train service between the mainland and Prince Edward Island, 
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but in order to make available the necessary amount of 
Space on the railway car deck of the ferry for freight 
cars, the passenger train equipment is kept to the minimum 
necessary to handle the mail and express traffic and to 
meet the wishes of the Prince Edward Island public 
with respect to passenger accommodation. The following 
passenger train equipment is ferried: 
TRAINS 39 & 40:- 
e Express cars between Moncton and Charlottetown 
(Messenger service in one car) 
1 Express car between Moncton and Summerside 
1 Combination postal and baggage car 
1 Sleeping car between Montreal and Charlottetown 
(On Train 39 all year; on Train 40 Sept. to 
June only) 
1 Coach between Moncton and Charlottetown 


(During the summer season only) 


TRAINS 41 &42;- 
1 Sleeping car Montreal to Charlottetown 
(On Train 42 only) 
1 Baggage car between Moncton and Charlottetown 


(For through mail, express and baggage) 


Through sleeping car service is provided between 
Montreal and Charlottetown to meet the wishes of the 
Public. During the mid-summer period these cars are 
reasonably well patronized by through passengers, but for 
the balance of the year through travel between Upper | 
Canada and the Island is negligible. However, the car is 


utilized for traffic between Montreal and Moncton and 
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intermediate points, and was Simply extended through to 
Charlottetown to meet the wishes of the Prince Edward 
Island Government. 

It will be noted that headend cars are operated 
through between the mainland and the Island for the 
accommodation of express, mail and baggage traffic. There 
is a substantial volume of express traffic, also Govern- 
ment Mail Traffic. If the Operation of through equipment 
was discontinued it would be necessary to trans-ship all 
of this traffic at Borden and Cape Tormentine, resulting 
in extra handling and consequent delay. 

In the case of the mail car, this is a 30-foot 
postal car equipped for sortation service with Mail Clerks. 
These Mail Clerks are fully employed in sortation work 
while the postal car is being ferried, in order to have 
the mail available for distribution to the various routes 
when the car reaches the Island or the mainland. 

The necessity of tying in the ferry schedule 
with train schedules seems obvious. Apart altogether 
from the passenger traffic which assumes some proportions 
Suring the summer months, there is the necessity of moving 
express, mail and baggage as promptly as possible. While 
train and ferry schedules, looked on as a whole, maintain 
a reasonable on-time performance, there are delays to 
the ferry during the summer months occasioned by the 
necessity of providing a connection of the summer train 
No. 42 with "The Scotian" from Montreal. This latter 
train does local work between Montreal and Moncton, 
handling passengers, mail, express and baggage for all 
Maritime points including P.E.I. The volume of traffic 
is such that, during the summer months, "The Scotian" 


experiences some delay. This in turn means a delay for 
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No. 42, which in turn causes a delay to the ferry. 

The S.S. "Prince Edward Island" was completed 
in 1915 at an approximate cost of $707,000. She is of 
2,795 gross tons and 1,110 net tons. She is also an 
ice-breaking car ferry, and has a capacity of 12 freight 
cars and 40 automobiles. While this ferry is 35 years 
old, it has been maintained in first class condition. She 
operates in ferry service while the "Abegweit" is in 
drydock for her annual overhaul and on the few occas'4ons 
when additional service is required. Most of the time she 
is standing by at Borden. Like the "Abegweit" her railway 
deck is available for automobiles when she is not carry- 
ing her full capacity of freight cars. 

In the unlikely event of a complete breakdown 
of service, one of the ice-breaking car ferries in the 
Mulgrave-Point Tupper service is available. The S.S. 
"Scotia No. 1", which has a capacity of 18 freight cars 
(automobiles have to be loaded on flat cars) relieves 
the S.S. "Scotia No. 2" in the Mulgrave-Point Tupper 
seryice. While an older ship, the S.S. "Scotia No. 1" 
is still serviceable and was, in fact, used to relieve 
the S.S. "Prince Edward Island" when the latter was in 
drydock for her annual overhaul. This was in 1947 


before the "Abegweit" went into service. 
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THE CHAIRMAN: You have finished now with the 
Canadian National case? 

MR O'DONNELL: Yes, my lord, st this point. 

THE CHAIRMAN: Very well, Mr. Carson, 

MR CARSON: May it please the Commission: 

The position of the Canadian Pacific with 
respect to the review of the capital structure of the 
Canadien National has been Stated in paragraphs 54 and 55 
of the outline submissions that are found on page 109 of 
Part I of the Censadian Pacific submission, and also by Mr, 
Evens in the introduction of his cross-examinetion of Mr. 
Cooper, at page 18916 in volume 102 of the proceedings here, 

Now, my lord, in keeping with that position, the 
Canadian Pscific deemed it advisable to have the proposals 
for recapitalization of the Canadian National examined by 
experts of outstanding qualifications in the fields of 
finance, accounting and economics, in order to determine the 
effect of such proposals upon the Canadian Pacific; and it 
was felt that there was a Simple duty owing to the sheare- 
holders of the Cansdien Pacific 9s well as to your Commis- 
Sion to put before your Commission the results of those 
Studies and the conclusions that have been reached. 

Each of those experts has prepared a statement 
of his views to be submitted to your Commission, and copies 
of these statements have been furnished to Mr. O'Donnell 
and to Mr. Covert and to counsel for the interested parties. 

In presenting these statements to your Commission 
I want to make it perfectly clear that C nadien Pacific has 
no intention or desire to project itself into the affsirs 
of the Canadian Nationel beyond the extent it deems necessary 
for the protection of the Canadien Pacific. 

The first statement I would like to present to 


the Commission is thet of Mr. Northey Jones, 3 partner in 
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the investment bonking firm of Morgen, Stanley & Company 


of New York. The statements are available for the 
Commission. 


(Page 20411 follows) 


eae a 4 vated wit aa % wney 3 os rig 
| yiGe Bxave dies ‘ettaeetede + 


if ee 
etre 


a The a 


- £0411 ~ Mr, Northey Jones 


MR. CARSON; I call Mr, Northey Jones. 


MR. ALLEN NORTHEY JONES, called: 
EXAMINED IN CHIEF BY MR. CARSON: 


MR. CARSON: Q. I shall ask Mr. Jones to read 
his own statement including the introductory part which 
gives a brief history of his experience in the field of 
finance. 

A. My lord: My name is Allen Northey Jones and 
my home is in Newtown, Connecticut, U.S.A, I am a 
partner in the investment banking firm of Morgan Stanley 
& Company. I was graduated from Trinity College in 
Hartford Connecticut, with the degree of Bachelor of Arts 
in 1917 and received my Master of Arts from the same 
institution in 1920. Shortly after my return from 
France in 1919, where I had been a machine gunner in the 
26th New England Division, I entered the employment of 
J. P, Morgan & Company as statistician, and remained in 
that position until 1929 when I became head of the 
Statistical Department, holding that position until 1935. 
My work was chiefly on railroad financing and financing 
for governments other than the United States. 

From 1920 to 1935 there were approximately 
$8,000 ,000,000 face amount of railroad securities sold 
to the investing public in the United States, and 
J. P, Morgan & Company played an important part in the 
sale of those securities in that they managed or co- 
managed groups that sold almost a quarter, or about 
$1,950,000,000 of this total. As statistician, and then 
as head of the Statistical Department, my work involved 
making studies of the earning power and capital struc- 
tures of many of the important railroad systems in the 


United States, of their credit positions, and of the 
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markets for their securities. I worked on the 


preparation of offering circulars involving descriptions 
of the mileage and physical characteristics of the rail- 
roads, the traffic carried, their financial positions 
and the indentures securing their bond insses, 

In 1933 our Congress passed the Banking Act, 
which prohibited a company from being in both the com- 
mercial banking business and the investment banking 
business, and in 1934 J. P, Morgan & Company elected 
to remain in the commercial banking business, which 
meant that they had to give up their investment banking 
business, A year later, in September 1935, a number of 
partners and members of the staffs of J, P. Morgan & 
Company and Drexel & Company -- they were the J. P. 
Morgan & Company in Philadelphia -- who had been 
identified with the investment banking functions resigned 
and formed a separate independent investment banking firm 
by the name of Morgan Stanley & Company, Incorporated, 

I was one of the incorporators of Morgan Stanley & 
Company Incorporated and vice-president from its forma- 
tion until its dissolution in December 1941 when Morgan 
Stanley & Company, the partnership, was formed in which 
firm I became a partner. 

As a vice-president and then a partner in Morgan 
Stanley & Company I have had under my supervision and 
direction the statistical and analytical work of the 
firm. From September 1935 until the end of 1949 Morgan 
Stanley was the manager or co-manager of groups which 
purchased and distributed to the public 36 issues of 
railroad securities totalling some $915,000,000. In 
addition to these issues which were publicly distributed, 
Morgan Stanley, acting as agent, placed directly 


$75,000,000 principal amount of railroad securities with 
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institutional purchasers. Furthermore, Morgan Stanley 
participated in groups managed by others that dis- 
tributed some $8000 ,000,000 principal amount of railroad 
securities to the public. 

Since September 1935 Morgan Stanley has managed 
groups which have purchased and offered to the public 
$315,000,000 of Government of Canada bonds, and has 
acted as agent for the Government of Canada in the 
direct placement with institutional investors of 
¢$150,000,000 of Government of Canada bonds. 

Q. Would you pause there, Mr. Jones, to tell the 
Commission the names of one or two of the Canadian 
officials with whom you had dealings when acting as 
agent for the Government of Canada? 

A. I have spent more hours with Dr. Clifford Clark, 
Deputy Minister of Finance, than with any other official 
in the Canadian Government, and with people in his 
department. I have also had discussions with Governor 
Graham Towers of the Bank of Canada and with his people 
in relation to these pieces of financing. 

Q. Yes. 

A. In connection with the registration statements 
filed by the Government of Canada with our Securities 
and Exchange Commission I had to make a study of the 
figures of the Canadian National Railway for inclusion 
in such registration statements, In 1946, our firm 
with Wood Gundy & Company, a Canadian firm, jointly 
distributed $19,500,000 of equipment trust securities 
for the Canadian Pacific, and in this connection I had 
to study the operating results of the Canadian Pacific. 
In February 1949, I was a witness for the Canadian 
Pacific in the Twenty Per Cent Freight Rate Case before 


the Board of Transport Commissioners, and shall refer 
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to certain data in that testimony in this statement. 
The Canadian Pacific Railway Company has asked 
me to appear before you to state what, in my opinion 
as an investment banker, the effect on the Canadian 
Pacific would be if the Canadian National were to be 
recapitalized on the basis of the statement furnished 
to you March 17, 1950, by the Canadian National Railways, 
as modified on April 19, 1950, by the statement of 
counsel for the Canadian National, and if, in addition, 
the net earnings of the Canadian National, after 
providing for interest on the reduced basis, are not 
required to be used to pay a return on the equity 


capital, 


(Page 20416 follows) 
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At the outset, let me State that, in my opinion, 
it would be difficult for anyone to oppose the recapitsal- 
ization of an enterprise with regulated rates if the re- 
capitalization is to bring the cepitalization into line 
with proper valustion of the property. In the United 
States, Section 77 of the Bankruptcy Act which applies to 
railroads, provides that the Interstate Commerce Commission 
in considering plans for railroad reorgenizations shall be 
guided by the provision that "the value of any property 
used in railroad operation shell be determined on a basis 
which will give due consideration to the earning power of 
the property, past, present and prospective, and all other 
relevant facts. In determining such value only such effect 
Shell be given to the present cost of reproduction new and 
less depreciation and original cost of the property and the 
actual investment therein, as may be required under the law 
of the land in light of its earning power and 911 other 
relevant facts." 

Under this provision, there have been eo number 
of bankruptcy proceedings in the last eight years which 
have gone through the lower courts and then up to the 
Supreme Court for decision. In the Group of Institutional 
Investors, et al. vs. Chicago, Milwaukee, St.Paul & 
Pacific Railroad Co. case, the Supreme Court noted that Mr. 
Justice Brandeis once stated thet "value is s word of many 
meanings", 

MR CARSON: Mr. Northey Jones, I would ask you to 
pause there long enough for me to say that the report of 
the Milwaukee case in the Supreme Court of the United 
States will be found in 318 United States Reports--- 

THE CHAIRMAN: Is that Supreme Court? 

MR CARSON: Yes, my lord, 318 United States 


Reports, page 523; end the passage to which Mr. Northey 
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Jones is referring will be found at page 540. The 
decision was given on the 15th of March, 1943, 

Now will you go on, please? 

THE WITNESS: The Supreme Court continued 
observing that "it gathers its meaning in 9 particular 
Situation from the purpose for which a valustion is being 
made. Thus, the question in 9 valuation for reate-making 
is how much 9 utility will be Sllowed to esrn. The basic 
question in 8 valustion for reorganizetion purposes is how 
much the enterprise in 311 probability can earn." In 2 
number of instances the Supreme Court has said that in 
railroad reorganization proceedings the most important fact 
for the Interstate Commerce Commission to consider in 
valuation is past, present and prospective earning power, but 
that due consideration must also be given to the investment 
in the enterprise and all other relevant facts. 

Acting under these provisions, and in accordance 
with the Supreme Court decisions, the Interstate Commerce 
Commission has opproved plans of reorganization in which 
the valuations of the properties end the amounts of 
Capital securities issued thereunder have been cut down, 

MR CARSON: Q. Now you are going to quote from 
another statement of the Supreme Court, which comes from 
the same Milwaukee case, 318 United States 523, but this 
passage or this quotation comes from page 542, 

A. That is right. 

The Supreme Court has stated that, "3s valuation 
for reorganization purposes based on earning power requires, 
of course, an eppraisel of many factors which cannot be 
reduced to a fixed formule. It entails 3s prediction of 
future events, herace 'an estimate 3s distinguished from 
mathematical certitude is e211 that cen be mede.'" Thus, 2 


very careful study of earning power must be meade before any 
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drastic Scaling down of capitel securities, An nee ve 
of the problems that mey erise is furnished by the case 
of the Chicago, Rock Island & Pacific Railroad reorganiza- 
tion, in which the Interstate Commerce Commission, efter 
detailed studies of 31l the pertinent factors stated it 
wes felt in 9 normal year the Chicago, Rock Island would 
have spproximately $11,000,000 available for fixed charges. 

Q. Now, just oa minute, Mr, Northey Jones. ‘The 
decision of the Interstate Commerce Commission to which you 
have just referred will be found in 242 I.C.C. 298, ana 
the proposition to which you have referred is put at page 
437 of that lengthy report. 

A. That is correct. 

MR CARSON: Ana the decision, my lord, is dated 
October 31, 1940, 

Q. Now will you go on, Mr. Northey Jones? 

A. In the post-wer years of 1946 to 1949 the income 
available for fixed charges has equalled almost twice this 
estimate, Therefore, in any capitalization of the Canadian 
National Roilway great care must be taken in estimating the 
earning power of that company so that the scaling down of its 
Capital securities is not too drastic. Furthermore, due con- 
Slderation must be given to ell the other relevant facts, 
including the value of its property investment and e fair 
return on such investment. 

And I am speaking egain from the point of view if 
there is to be fair competition with the Cenedien Pacific, 

In this connection, I note thet in the December 
31, 1949 balance sheet of the Canadian National R3ilways no 
depreciation is provided against rosd eccounts, which would 
Seem to indicate that there is room for 3 recapitslization 
through the provision of such deprecistion reserves. Further- 


more, there seems to me to be an inherent difficulty in 
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establishing the prospective earning power of the Conadien 


National in view of the Board of Trensport Commissioners! 


Opinion: that--- 

MR CARSON: This is from the 8% judgment, of 
September 20, 1949, et page 11 of the blue copy. 

THE WITNESS: -- "it may very well be that the 
proper basis for establishing freight rates in this 
country should follow a revision of the capital structure 
of the Canadian Nationsl Réilways end the appropriate 
Statutory direction to this Board as to freight rates 
based on that valuetion."” It would seem to me to be 
exceedingly difficult to establish 2 proper capitel 
Structure for the Canadian National based to a large extent 
on its earning power if in turn the Board which establishes 
the rates determining esrning power is waiting to see what 
the revised capital structure will be. 

It is true that, if en investment banker were 
advising with a commercial enterprise es to the proportions 
of capital that should be represented by fixed interest 
Securities (and I emphasize the word "fixed") he certainly 
would not recommend as great 3 proportion of fixed interest 
Securities, es is the case now with the Canadian National 
Railways. He would, however, expect 3 recapitalization 
under which each class of securities would in normal times 
earn and pay 3 return to its owners. 

If, then, it is reasonable for the Canadian 
Netionsl Railways to recapitalize, is the effect of the 
plan as presented on March 17, 1950, 3s emended on April 
19, 1950, one thet is opt to imperil end possibly bankrupt 
the Canadian Pacffic Railway? 

I assume that it is the desire of the people of 
Canade thet the Canedisn Pecific Railwey shall continue to 


operate and furnish transportation service 4s 6n enterprise 
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owned by investors in Canade and other countries alongside 
of, and in competition with, the Canedisan National Reil- 
woyS owned by the Government of Caneda, and thst rates ond 
various other matters should be subject to regulation by 
duly constituted Government commissions. 

If the Cansdisn Pacific Railway is to continue 
to furnish transportation Service, the people of Canada 
will want it to be 3 Strong, healthy and dynamic transport- 
ation agency because certainly a stagnating or declining 
enterprise coennot furnish modern transportation at the 
lowest costs. To furnish improved service and to be able 
to offset some of the increased costs of labour and 
materials, it is necessary to make improvements, additions 
end betterments to the property and to find the money to 
make such improvements. I refer to such items as the 
acquisition of Diesels, the conversion of locomotives from 
coal burning to oil burning, the reduction of grades, the 
mechanization of maintenance work sand rearrangement and 
moderniZation of yards. 

Two months ego I made an inspection trip over the 
Atlantic Coast Line Roilroad Company with the president of 
that company, as our firm has been retained to srrange end 
manage an exchenge offer whereby holders of $50,724,000 
principal amount of non-callable bonds of thet railrosd, due 
in 1952, are now being offered the opportunity to exchenge 
their bonds for new mortgage bonds maturing in 1980. The 
Atlantic Coast Lime presented us with deta showing that in 
the ten years 19399-1948 they had purchased 189 diesel units 
(road freight, romd passenger and switching service) at a 
cost of spproximately $26,600,000 end that they estimate 
that their saving,s are about $7,300,000 a year (besed on 


Operations for 1948) because of this substitution of diesel 


power for steam fpower. It is interesting to note that the 
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net income of the Atlantic Coast Line in 1949, ofter 
payment of interest and income taxes, was about 
$7,700,000. In March of this year, the Atlantic Coast 
Line arranged $11,174,000 of financing to pay for an 
additional 73 diesel units from which they expect sddi- 
tional sevings in operations. When these sre delivered the 
Atlantic Coast Line estimotes thot 94% of their passenger 
train miles ond 65% of their freight train miles will be 
diesel operated. 

THE CHAIRMAN: We will adjourn now, Mr. Corson, 

MR CARSON: Thank you, my lord, 


---The Commission adjourned at 4:00 p.m., to meet agein 
et 10:30 a.m. on Monday, April 24, 1950, 
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